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serves a very special 
part of America 


Throughout its service territory—in Ohio, 
Pennsylvania, West Virginia, Kentucky, 
Virginia, Maryland and southern New 


York — natural gas continues to be the 
preferred fuel for home and industry. 
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Which Pioneer service do you need 
to complement your own staff? 








DESIGN AND CONSULTING ENGINEERING SERVICES 

Pioneer specializes in designing power plants and offers design service for fossil 
fuel, hydro and atomic plants. It will also assist in forecasting load growth, in 
site selection, in purchasing and expediting of equipment and construction 
management. Pioneer’s other services include substation, transmission and 


distribution studies and design. 


SERVICES IN REGULATORY MATTERS 


Pioneer offers its services in all phases of Federal, State and local utility regula- 








tion, including natural gas and electric rate matters, certificate proceedings, The 
licensed project accounting requirements, depreciation studies for rate case ss 

and income tax purposes, cost allocations and special studies. tior 

ah 

CORPORATE SERVICES On 

Pioneer offers its services as business and management consultants; stock transfer the 

and dividend disbursing agents; financial, accounting and tax consultants. mel 

not 

Write for Booklet “‘prlonEERING NEW HORIZONS IN POWER” Stil 
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Serving Electric Utilities and can 

Industrial Power Users Since 1902 tabi 
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Pioneer Service & Engineering Co. 


231 SOUTH LA SALLE STREET « CHICAGO 4, ILLINOIS 





MAY 





wi : ANOTHER MAJOR UNIVAC BREAKTHROUGH FOR BUSINESS-AMERICAS 


The UNIVAC On-Line Card-Punching Printer is another cost-cutting addi- 
tion to the UNIVAC Solid-State 80 Computer...one-pass processing is 
a here-and-now fact. 


One-pass processing means extraordinary time and money savings in 
the computing, editing, punching, and two-side printing of such docu- 
ments as utility bills, premium notices, payroll checks, subscription 
notices, dividend checks, inventory records, and many more! 


Still another cost-slashing use is the origination and maintenance of 
ledger records and customer account history records. The On-Line CPP 
can print a total of 1,820 alpha-numeric characters on one standard 
tabulating card. You can drastically reduce the total size of your files 
and speed look-up time. 
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PROFIT-POWER FEATURES OF THE ON-LINE 
CARD-PUNCHING PRINTER 


One-pass processing —performs arithmetic, editing, transfer- 
ring, and comparing functions, as well as punching, verifying 
the punching, printing one side, printing the other side, and 
segregating processed cards—in one machine run. 
Card-punching and verifying—punches standard, 12-position 
alpha-numeric code in up to 80 columns simultaneously at 
the rate of 150 cards per minute. Also reads each card and 
verifies the accuracy of the information punched. 

High-speed card printing — prints up to 13 lines, 70 characters 
wide...on one or both sides of a standard tabulating card. 
Printing is done between rows of punching, making it impos- 
sible to over-print previously punched holes. 

Your local Remington Rand representative can furnish you 
with additional information on this outstanding UNIVAC break- 
through. Why not call him today. 


Remington. Rand Univac. 
DIVISION OF SPERRY RAND CORPORATION 
5 








wth the Codlitors 


i’ the recent controversy in Washington 
over the appointment of members to 
the Federal Power Commission, there 
came to the surface a rather strange con- 
cept of the function of a federal regula- 
tory commission. There were two vacan- 
cies to be filled, in view of the White 
House decision not to reappoint Commis- 
sioner William R. Connole for a full five- 
year term. There was also the unexpired 
term resulting from the sudden passing of 
the late John B. Hussey. 


Ir was interesting to note press com- 
ments rather casually referring to Commis- 
sioner Hussey as a “gas man,” to use the 
expression of presidential secretary, James 
C. Hagerty. Commissioner Connole, on 
the other hand, was frankly supported for 
reappointment by Senator Dodd (Demo- 
crat, Connecticut), a committee of law- 
yers, and a number of mayors on grounds 
that he had represented the consumer in- 
terests. Actually, Commissioner Connole 
denied any leanings toward public or 
private interests in any decision in his five 
years on the commission. And it is to his 
credit and in the best tradition of regula- 
tory ethics that he did so. ; 


But it is unusual to see Congressmen, 
mayors, and other well-informed personali- 
ties openly espousing the theory that a 
member of a_ regulatory commission 
should be the advocate of any special 
group or interest. Such was certainly not 
the original theory of commission regula- 
tion. And one wonders where commission 
regulation would end up if the appointing 
power (in this case President Eisenhower ) 
were to fall in with the suggestion that 
appointments might be balanced on the 
basis of leanings toward special interests, 
or that a ‘gas commissioner” might be 
offset against a “consumer commissioner.” 


od regulation ever moves off on such a 
tangent, it will indeed be in uncharted 
and troubled waters. The FPC, for ex- 
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ample, has the responsibility for adminis- 
tering a number of statutory powers, en- 
tirely unrelated to the gas industry. There 
are hydroelectric licensing and the regu- 
lation of interstate electric utility opera- 
tions. Would this mean that there would 
have to be an “electric commissioner” ? 


THEN, too, as we all know, there has 
been a considerable amount of differences 
within the gas industry as between pro- 
ducers and distributing interests, so how 
could one “gas commissioner” reflect all 
points of view? Clearly, the practical, as 
well as the equitable, position to take on 
this matter—personalities to one side— 
was the attitude which Mr. Hagerty re- 
ported to be that of President Eisenhower. 
Hagerty told newsmen on May 2nd that 
the President does not believe “people on 
these boards” should be representatives of 
particular interests “unless it is written 
into the law.” He added that the Presi- 
dent thinks the commissioners ought to be 
“representatives of the U. S.” 


Ir was in this light that announcement 
was made of the appointment of two new 
members of the commission, Thomas J. 
Donegan of New York for the full term, 
succeeding Commissioner Connole, and 
Paul A. Sweeney, to fill out the term of 
Commissioner Hussey. Neither of these 
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PERFORMANCE IS THE ANSWER 


Your financial statement records your system efficiency. Earnings can be 
drastically cut by service failures, and wasted kilowatt hours never metered due to equipment losses. 


No system can be more efficient than its components. 


Moloney Transformers are designed and engineered to provide dependable 
and economical service in operation. Their design encompasses all desirable operating character- 


istics, in balance, for maximum all-around performance. 


More than sixty-four years devoted to building better transformers has given 
Moloney a thorough understanding of actual utility problems, and this know-how is reflected in 


the performance record of every Moloney Transformer. 
Since 1896... MORE POWER 70 YOu meeo-6 


MOLONEY ELECTRIC CcCOMPAN Y 


MANUFACTURERS OF TRANSFORMERS FOR UTILITIES, 
INDUSTRY AND ELECTRONIC APPLICATIONS 


Sales Offices In All Principal Cities 





FACTORIES AT ST. LOUIS 20, MO., AND TORONTO, ONT., CAN. 
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PAGES WITH THE EDITORS (Continued) 


appointments—still subject to Senate con- 
firmation—reflect any background which 
could be connected with special interests, 
industrial or otherwise. 


M k. DONEGAN is an ex-F BI attorney, 
whose activities with the govern- 


ment have been mainly in the field of sub- 
versive activity control. (He worked on 
the Alger Hiss case in 1946 as a special 
assistant to the Attorney General.) Mr. 
Sweeney, an even older career attorney 
with the government service since 1933, 
has been in the office of the legal counsel 
of the Justice Department and is a long- 
time resident of Chevy Chase, Maryland. 


Ir President Eisenhower had tried, he 
probably could not have picked two other- 
wise professionally qualified men more di- 
vorced from ties in the public utility field. 
Neither gas nor electricity nor professional 
consumer interest representation could be 
associated with the work of the FBI or 
career service in the Justice Department. 
It could be, in these days of so much argu- 
ment about the effectiveness of the federal 
regulatory commissions, that the White 
House was actually influenced by this fac- 
tor of disassociation in making its selec- 
tion of new commissioners. 


hp this issue we conclude the second in- 
stalment of a two-part article on 
“What’s Wrong with Commission Regu- 
lation?’ by Harry M. TREBING, assistant 
professor of economics at the University 
of Nebraska. In his first instalment Pro- 





M. H. DIELS 


FESSOR TREBING reviewed recent criticisms 
of commission organization, operation, 
and procedures. In this sequel article he 
gives his own conclusions to the effect that 
commission regulation has been, on the 
whole, a success and that no suggested al- 
ternative could be expected to approach its 
performance. 


P he article on work measurements for 
utility employees, which begins on 
page 731, comes to us from M. H. DIELs, 
comptroller of the Arizona Public Service 
Company. The author is a graduate of the 
University of Kansas (BS, ’32) and has 
been an accountant for various utility com- 
panies in the old Cities Service system and 
allied organizations up to 1943. At that 
time he engaged in professional accounting 
practice in Tulsa, Oklahoma, and was 
lecturer on the subject at the University 
of Tulsa. In 1957 he became a supervisor 
auditor for the Federal Power Commis- 
sion in charge of independent gas cases. 
Later that vear he entered the service of 
the Arizona Public Service Company as 
a budget director. 


K Kk *k 


fue opening article in this issue on the 
subject of whether earnings are de- 
creasing in the electric power industry 
comes to us from a very well-known 
scholar in the field of public utility eco- 
nomics, FRANKLIN H. Cook, professor in 
the department of commerce of the college 
of business administration at Pennsyl- 
vania State University. PROFESSOR Cook, 
whose statistical studies on electric utility 
performance have appeared previously in 
this publication, is a native of Pennsyl- 
vania and a graduate of Bucknell Uni- 
versity (AB, ’33). He is also a legal 
graduate from Duke University (LLB, 
36). He received his master’s degree in 
economics at Pennsylvania State Uni- 
versity where he has taught since 1937. 
He was made a professor in 1954. 


THE next number of this magazine will 
be out June 9th. 


4, Ge 
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CONTINUING TO SERVE BUSINESS AND INDUSTRY 


Irving seminars 


open the doors 


of Wall Street 


to Utilities 


At One Wall Street, Irving specialists 
are ready with new and sound 
approaches—with seminars, for 
example, designed to provide the 
financial insight demanded by 
today’s rapidly growing Utilities. In 
addition to meetings with Irving 
specialists, these seminars offer 
contact with experts from the many 
areas of the Wall Street community. 
It is these experts who actually 
make the Irving seminars possible. 


Here’s a brief list of some of the 
doors Irving opens for Public 
Utility executives during a Seminar 
Week: 





Inside view of rating agencies—explana- 


, = : : : 1 ; 
tion of the functions of the investment lagi 
U 


banker—operations of the stock exchange—the 
broker and dealer and the over-the-counter market—concept 


of regulation—cost-of-capital—and others. 
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So goes a typical week that utility executives from over 100 


companies across the country have found invaluable in familiarizing 
themselves with the ins and outs of the world’s financial community. 


IRVING TRUST COMPANY 


One Wall Street, New York 15, N.Y. 


Capital Funds over $140,000,000 


GeorGE A. Murpny, Chairman of the Board 


Public Utilities Departrment—JOHN F. CuiLps, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE GORPORATION 












































Total Assets over $1,700,000,000 


WiLutaM E. PETERSEN, Prestdent 





Coming IN THE NEXT ISSUE 


(June 9, 1960, issue) 


* 


MEETING TOMORROW'S POWER NEEDS 

The theme of the Edison Electric Institute's convention, to be held in Atlantic City, 
New Jersey, June 6 to 8, 1960, is ‘Leading the World in Electric Power—the American 
Way.’ Allen S. King, president of the Edison Electric Institute, as well as president 
of the Northern States Power Company, has written an exclusive message on what 
this means to the electric utility industry for the annual all-electric issue of PUBLIC 
UTILITIES FORTNIGHTLY. Among other observations, Mr. King tells us that in 1959 
the electric companies had nearly 112 million kilowatts in steam plants, and about 
12.5 million in hydro plants. Nuclear plants, in which the AEC, electric utilities, and 
manufacturers have joined, actually provided 65,000 kilowatts of electric capability. 
Mr. King foresees an eventual investment by the electric companies of at least $650 
million. 


DO LOW ELECTRIC RATES INCREASE NET EARNINGS? 

C. S. Reed, vice president of Duke Power Company, agrees with the TVA theory 
that cutting rates will increase sales and decrease operating expenses per kilowatt- 
hour. But what does such rate cutting do to net revenue and the per cent earned on the 
money invested? Mr. Reed thinks that if a commercial electric company were to follow 
TVA's theory of using unit cost as a gauge of successful rate making, it might have 
to give away free large blocks of kilowatt-hours to each customer. Aside from whether 
any TVA municipal customer is making a fair return, do such low rates increase net 
earnings? The author thinks that they do not. 


TOWARD GREATER FREEDOM 

On May !1, 1960, the Rural Electrification Administration celebrated its twenty-fifth 
anniversary of existence. Since it was created in 1935, REA has financed some |!,000 
rural electric systems, mostly co-operatives. David A. Hamil, Administrator, has written 
an exclusive message for the FORTNIGHTLY, outlining circumstances surrounding 
typical REA co-op activities and financing during this silver jubilee year of REA. Ad- 
ministrator Hamil finds much work to be done in the field of public relations activities 
by the co-ops on their own behalf. 


HOW SOON ELECTRIC HEATING? 

As recently as eight or nine years ago there were a number of electric utility com- 
panies that did not want electric space-heating business—in fact, recommended against 
it. Today the electric utility industry is generally enthusiastic about the possibilities 
of the space-heating market. G. T. Kellogg, of the department of public relations of 
the Air-Conditioning and Refrigeration Institute, Washington, D. C., tells about this 
changing attitude and the factors behind it. There is still concern, of course, about 
some of the problems presented. But the electric industry generally welcomes any 
system that will do an efficient job of space heating to offset high summer air-condi- 
tioning peaks. 


REGULATORY TREATMENT OF ACCELERATED DEPRECIATION 

The manner of accounting for and reporting to stockholders and the public tax defer- 
rals arising from the use of accelerated depreciation, is still very much of a current 
problem for the electric utility industry. The most immediate cause for concern is a re- 
cent statement of policy issued by the Securities and Exchange Commission regarding 
balance sheet treatment of credit equivalent to reduction in income taxes. Harry 
A. Poth, Jr., of the New York city law firm of Reid & Priest, has made a comprehensive 
survey of the factors involved in this situation and gives us a roundup of regulatory 
authority today. One conclusion Mr. Poth arrives at points to the strong possibility 
that many companies practicing deferred tax accounting and making corresponding 
credits to a surplus account will voluntarily switch to the ''flow-through" method with 
respect to liberalized depreciation. 


* 


Al << Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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P.U.R. EXECUTIVE 


Information 


Service 


A fast-reading, weekly letter 
from Washington, devoted 
to developments in the Na- 
tion's Capital and state news 
of national significance af- 
fecting Public Utilities. 


Dependable forecasts of 
what lies ahead in the utility 
field. 


Annual Subscription $50 


Public Utilities Reports, Inc. 
332 Pennsylvania Bldg. 
Washington 4, D. C. 




















The Washington office of 


Commonwealth 


SERVICES INC. 


is at 1612 K Street, N.W. 
Telephone: STerling 3-3363 


You are invited to visit this office, in 
the City Bank Building. Here our staff 
is available to assist you with your Wash- 


ington affairs, including: 


F.P.C., S.E.C. and other regulatory 
matters. 


Economic feasibility reports to 
support financing. 
Rate studies and analyses. 


Expert testimony. 


In serving clients, Ralph S. Orme, 
Robert W. Chapin and Peter C. Townsend 
of our Washington staff are reinforced by 
over 750 people in our national organ- 
ization of management consultants and 
engineers, which includes our affiliate, 
Commonwealth Associates Inc. of Jack- 
son, Michigan. 


Other Commonwealth offices: 


NEW YORK 22, N.Y. JACKSON, MICHIGAN 


300 Park Avenue 209 East Washington Avenue 
Murray Hill 8-1800 STate 4-6111 


HOUSTON 2, TEXAS 


M & M Building 
1 Main Street 


CApital 2-9171 
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“There never was in the world two opinions alike.” 





—MonTAIGNE 
Marr Triccs “Farmers are the most vulnerable employers in the 
American Farm Bureau Federation world because they can’t stand a strike in the harvest 
official. season. ... a farmer can’t close down like a factory.” 

* 

Hartan HATCHER “The ends we seek are not in conflict with freedom 
President, University of and the individual’s right of choice. I see no basis for 
Michigan. believing that we will or should change our course. No 


other approach has even come near to equaling the 
American way.” 


» 
Joun E. FoGarty “. . aS we consider education’s contribution to na- 
U.S. Representative from tional well-being and to the solution of national prob- 
Rhode Island. lems, we must never forget that in this country the 


state education departments and the chief state school 
officers have a prime and essential role. As we look to- 
ward the future, we must fully utilize their creative 
leadership and their traditional authority.” 


¥ 
EDITORIAL STATEMENT “If all the world’s people were our brothers, and 
The Saturday Evening Post. we were our brothers’ keepers, they would also be our 


keepers. We would be among the kept. In the slave 
societies of totalitarianism, from the Baltic Sea to the 
sad coasts of Siberia and China, everybody is required 
to be his brother’s keeper, to maintain a sharp watch 
on him, and to blow the whistle the minute he deviates 
from total obedience.” 


© 
ELiiot E. WENTWORTH “. . . the plea is that managements of both large and 
Vice president, Cincinnati small companies ask themselves — wherein can they 
Vulcan Company. find a common ground of co-operation in serving each 


other, in this good purpose thinking—each really need- 
ing the other? Not only then are their immediate 
groups benefited, but their social responsibilities to the 
nation are carried forward, and thus a whole people is 
protected and improved simultaneously.” 


¥ 
GeorceE P. HitcHINGs “Higher pay rates can provide more real buying 
Manager, economic analysis power for the total economy only if they reflect an in- 
department, Ford Motor crease in output per man-hour. It is this that makes 
Company. possible economic growth. Benefits of increased pro- 


ductivity must then flow to owners, employees, and 
customers in such a way as to stimulate markets and 
provide incentive for future productive efforts. Higher 
pay rates are not the casual factor, except where a 
redistribution of the income flow from one group to 
another stimulates total buying and output. Each pro- 
posal to expand the economy by taking from one group 
to give to another must be carefully examined as to 
the impact on buying of the group whose share is re- 
duced.” 
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MAY-JUNE 





Thursday—26 


The Natural Gas and Pe- 

troleum Association of Can- 

ada begins annual conven- 

tion, Niagara Falls, On- 
tario, Canada. 


Friday—27 


National Rivers and Har- 
bors Congress ends four- 
day annual convention, 


Washington, D. C. 


Saturday—28 


American Society of Heat- 
ing, Refrigerating, and Air- 
Conditioning 
Inc., will hold annual meet- 
ing, Vancouver, British Co- 
lumbtia, Canada. June 13-15. 
Advance notice. 


Engineers, 


Sunday—29 


Interstate Oil Compact 
Commission will hold mid- 
year meeting, Detroit, Mich. 
June 13-15, Advance notice. 





Monday—30 


American Institute of Elec- 
trical Engineers will hold 
summer general meeting, 
Atlantic City, N. J. June 
19-24. Advance notice. 


Tuesday—31 


National Federation of Ad- 

vertising Agencies ends six- 

day annual management 

conference, Three Lakes, 
Wis. 


JUNE 
Wednesday—1 


Appalachian Underground 
Corrosion Short Course be- 
gins, Morgantown, W. Va. 


Thursday—2 


American Water Works 
Association, New Jersey 
Section, begins meeting, 


Riverton, N. J. 


E:) 





Friday—3 


Central Committee on Com- 
munication Facilities—Na- 


Saturday—4 


Oklahoma Associated Press 
Broadcasters Association 


Sunday—5 


Mountain-Pactfic States 
Conference of Public Serv- 


Monday—6 


Edison Electric Institute 
begins annual convention, 








tional Petroleum Radio begins meeting, Tulsa, ice Commissions begins, Atlantic City, N. J. 
Frequency Co-ordinating Okla. Sun Valley, Idaho. 
Association end three-day 
joint meeting, Washington, 
D.C. 
Tuesday—7 Wednesday—8 Thursday—9 Friday—10 


Pennsylvania Telephone 

Association’ ends two-day 

annual convention, Bedford 
Springs, Pa. 





California Telephone Asso- 
ciation begins annual con- 
vention, San Francisco, Cal. 





World Power Conference 
ends five-day meeting, Ma- 
drid, Spain. 





New England Conference 
of Public Utilities Commis- 
stoners will be held, Ver- 
gennes, Vt. June 21-23. 
Advance notice. 




















Courtesy, Philadelphia. Electric Company 


Tower Wagon—Circa 1911 


One of a fleet of eight electric tower wagons used by Philadelphia 
Electric Company to service electric arc street lights. 
Powered by electric motor, it could attain a maxi- 
mum speed of 20 miles an hour, had a range of 
15 to 25 miles. Replaced in mid-1920’s. 
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Are Earnings Decreasing 
in the Electric Power Industry? 


By FRANKLIN H. COOK* 


Since 1939 the earnings on total electric utility plant have been declining. 

But the rate of return on the capital structures of the industry has remained 

fairly constant. This favorable situation should continue as the demand for 

electric power keeps spurring unusual growth. Moreover, by increasing use of 

internal funds, the financial strength of electric utilities should be greatly 

strengthened. The owners of most shares of stocks in electric utilities should 
do well in the future. 


HERE exists disagreement among 
economists in the public utility field 
as to whether earnings or dividend 
pay-out are more important in determin- 
ing the market price of a share of stock.’ 
Undoubtedly, when all factors are equal 
and earnings are adequate, yield to the 
investor is a significant element. But if 





*Professor of business law, College of Business 
Administration, The Pennsylvania State University. 
For additional personal note, see “Pages with the 
Editors.” | 


a company’s earnings did not support its 
dividends paid out, the market price of 
the security would reflect such fact; fur- 
ther, since an investor buys for future 
earnings, if the industry or the particu- 
lar company seemed unable to sustain or 
to increase its earnings in the future the 
price of the stock would likewise be af- 
fected. 

For example, in the period since the 
termination of World War II, the United 
States has enjoyed almost uninterrupted 
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prosperity and economic expansion, ex- 
cept for the recessions in 1949, 1954, and 
1957, which were scarcely perceptible in 
the electric power industry. During this 
period for utility companies possessing 
steady earnings required to go to the mar- 
ket for new capital, yield would appear 
to be more important; on the other hand, 
for present investors in the nation’s rail- 
roads the ability to maintain present earn- 
ings or to increase those earnings in the 
future would be of dominant weight. 


:: ieee because the electric power in- 
dustry is neither a new industry nor 
a decadent one, its securities do not fall 
into the speculative category. The price 
of its bonds and common stock and their 
popularity with investment funds and in- 
stitutional investors are evidence that the 
electric power industry is mature, con- 
tinuing to make technological advance- 
ment to meet an increasing demand. 
Primarily, the investor in electric pow- 
er common stock is interested in security 
of principal and certainty of income 
rather than growth. As the industry seeks 
additional capital to meet demand, he is 
concerned not only whether past earnings 
can be maintained, but whether earnings 
satisfactory to the investor will continue 
under a quantitatively larger capital 
structure. An examination of the past 
earnings trend of the electric power in- 
dustry, subdivided on the basis of type 
and size,* may give some insight into this 
concern. 


. earnings picture for the electric 

power industry is not totally dark, 
nor is it definitely favorable. Earnings on 
total utility plant and as a percentage of 
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operating revenue have been decreasing 
between 1939 and 1957, which alone 
could be a retrogressive factor. 

However, earnings on the par value of 
the capital structure do not show the same 
general downward trend and when meas- 
ured in number of times bond interest is 
earned are actually increasing in sums 
available for pay-out to the security hold- 
ers. 

Although actual earnings and yield on 
securities outstanding are of chief con- 
sequence to the utility investor, the de- 
cline of earnings on plant value and as a 
percentage of operating revenue has not 
hindered the electric power industry in its 
ability to attract capital. 


Earnings on Plant Value 


- agpemerang on total utility plant value, 
similar to a rate base, are a function 
of the amount invested in plant and the 
earnings of the company. If the plant 
investment decreases and earnings remain 
constant the return should be higher. On 
the other hand, a drastic drop in earn- 
ings with a constant plant value would 
result in a decrease in return on plant 
value. 

Plant value as herein defined is total 
utility plant before deducting reserves for 
depreciation; the latter approximates 17 
per cent of plant value for steam compa- 
nies in 1957, 224 per cent for purchas- 
ing, and 183 per cent for hydro, implying 
that the purchasing utilities possess the 
oldest equipment. Earnings represent total 
operating revenue deductions subtracted 
from operating revenue. From earnings 
interest is paid to the long-term debt hold- 
ers, dividends to the stockholders, and 
sums relegated to earned surplus. 
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Saigon 1940 and 1957 plant invest- 
ment in relation to operating revenue 
for all types and sizes of these compa- 
nies has decreased.* Such decreases when 
measured against operating revenue would 
be expected to yield a higher return if 
operating revenue and quantity of kilo- 
watt-hours sold remained the same. Earn- 
ings are a resultant of the percentage of 
profit per dollar of revenue, or net op- 
erating revenue to operating revenue in 
Federal Power Commission terminology, 
and the quantity of kilowatt-hours sold. 
Charts A, 1, 2, and 3, page 723, demon- 
strate that the percentage of net op- 
erating revenue to operating revenue 
for all sizes and types of companies 
has decreased since 1939.4 This decline 
would tend to lower the return on 
total utility plant, assuming that the plant 
investment remained constant. Neverthe- 
less, a drop in net operating revenue per 
dollar of revenue can be offset by in- 
creasing the amount of revenue if plant 
investment remains the same. From 1939 
to 1948 this phenomenon occurred in the 
electric power industry. However, Charts 
B, 4, 5, and 6, page 725, showing a de- 
creasing return on total utility plant for 
all of the concerns between 1939 and 
1957, belie the possibility of operating 
revenue increasing sufficiently to coun- 
terbalance the percentage of profit de- 
cline for every dollar of operating reve- 
nue.® 

Thus, the electric power industry has 
shown a downward trend in plant invest- 
ment for every dollar of operating rev- 
enue from 1939 to 1957, but has been 
unable to produce increased earnings on 
total utility plant value because of a sub- 
stantial decline in the earnings per dollar 
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of operating revenue, and a decreased 
number of kilowatt-hours sold for every 
dollar of plant investment. 


N summary, when earnings are observed 

on the basis of plant investment or as 
a percentage of operating revenue a dis- 
heartening downward trend from 1939 to 
1957 is present; with a similar pattern 
revealed in the ratio of net operating 
revenue to operating revenue. These de- 
clines have persisted even though plant 
investment per dollar of operating rev- 
enue has likewise decreased. 

Type and in some instances size of com- 
pany have an effect upon earnings. Steam 
companies as a group have higher earn- 
ings on total utility plant than do pur- 
chasing or hydro enterprises. Small pur- 
chasing companies have higher earnings 
on plant value than do the large concerns, 
whereas, the small generating utility 
shows the poorest record of earnings of 
the three sizes of steam companies. Size 
has no significant bearing for the earn- 
ings on total utility plant of the hydro 
utilities. 


Earnings on Security Values 


W HEN earnings are presented as a per- 

centage of total utility plant value 
the outlook for the electric power industry 
is not encouraging. However, in their an- 
nual reports the companies usually state 
earnings in terms of shares outstanding. 
Consequently, when observed as a per- 
centage of outstanding capital stock and 
long-term debt, where capital stock con- 
sisted of the sum carried on the books 
for the value of common, preferred stock, 
and premiums, and long-term debt is the 
amount represented in the accounts for 
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bonds and other forms of long-term debt, 
the rate of return has remained almost 
constant from 1939 to 1957. 

In fact, on Chart C, this page, the pur- 
chasing company was earning 8.6 per cent 
on its total capital stock and long-term 
debt outstanding in 1939 and 8 per cent 
in 1957; the steam, 6.9 per cent in 1939, 
and 6.8 per cent in 1957; but the hydro 
company because of its difficulties with 
its net operating revenue declined from 
6 per cent in 1939 to 5.4 per cent in 
1957.8 


:™ comparing the relatively steady posi- 
tion of the ratio of net operating rev- 
enue to total capital stock and long-term 


debt outstanding, Chart C, with the down- 
ward trend of net operating revenue to 
total utility plant, Chart B, there is a 
strong implication that regulatory com- 
missions have been giving more weight 
to a return sufficient to attract capital than 
a fair return upon the total utility plant 
value (similar to a rate base) or have 
been excluding assets acquired with inter- 
nal funds from the rate base. As a result 
of internal funds from depreciation re- 
serves, Chart D, this page, and earned 
surplus,’ the electric power company has 
increased its total utility plant value fast- 
er than its total capital stock and long- 
term debt outstanding against that 
plant. 
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Although utilities traditionally do not 


rely upon internal funds, Table I, 
TABLE I 
Internal Financing 
"47-51 752-56 "56 
Manufacturing and Mining 60% 72% 68% 
er oe rn 69 92 97 
Transportation other than 
C= ee peices ian 60 62 68 
Public Utilities and Com- 
icati 32 36 


DRUIMCATIONS 2. cc ccccccce 
Source: Dun’s Review and Modern Industry, 71:2, 
p. 19, February, 1958. 
there is a growing use of internal 
funds in the electric power industry. In 
1939 the class A and class B electric power 
companies had $13.5 billion in securities 





against $14.1 billion in plant. In 1957 
there were $29.5 billion in total capital 
stock and long-term debt against $40 bil- 
lion in total utility plant value.® 


INCE 1939 there has been a steady 
growth of asset value behind the out- 
standing securities, rising from $1.50 in 
total utility plant value to every dollar of 
total capital stock and long-term debt out- 
standing—measured at par value—for the 
purchasing company to $1.80 in 1957; for 
the steam concern, from $1.10 to $1.40; 
and for the hydro enterprise, from $1.20 


to $1.40.° 


€ 
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Size of company appears to be immate- 
rial as a factor in determining earnings on 
the capital structure except for the pur- 
chasing companies, wherein the small con- 
cern demonstrates higher earnings on 
external capital than does the large enter- 
prise.’ 

Again, illustrating the effects of 
the large earned surplus accounts which 
are representative of the small purchasing 
utility. 


Times Bond Interest 


Earned 


HE earnings picture is definitely 

brighter when earnings are gauged in 
terms of bond interest earned. The greater 
number of times a company earns its bond 
interest and preferred dividends, the more 
favorable credit rating for the company, 
greater investment value of the concern’s 
securities, greater percentages of operat- 
ing revenue available for dividends to the 
stockholders, or consignment to surplus, 
and more favorable prospects of financing 
future expansion." Formerly, earnings 
on bonds should have been two times in- 
terest charges; today, the rule is three 
times. In 1957 for the electric power field 
the ratio was 3.7 times after income 
taxes,’ representing privately owned class 
A and class B electric utilities filing their 
reports with the Federal Power Commis- 
sion. 

When a refinement is made on the basis 
of type and size according to Charts E, 7, 
8, and 9, page 727, neither the median 
steam nor the median hydro company in 
1939 possessed a ratio of three times bond 
interest earned after income taxes. The 
steam company showed 2.8 times for 1939, 
rising to 4 times in 1957; whereas, the 
hydro concern had 2.6 times in 1939, mov- 


ing to 3.6 times in 1957. An inspection of 
Charts 8 and 9 discloses that the steam 
utilities generally show greater times bond 
interest earned than do the hydraulic 
enterprises. 

Undoubtedly, one factor that con- 
tributes to the comparatively low ratios of 
the hydro companies is the fact that the 
ratio of interest to operating revenue is 
larger for this type of company than for 
the steam utility, Chart F, page 728. Un- 
surprisingly, the bigger the utility the 
greater the number of times bond interest 
is earned : a function of the size of the net 
operating revenue, rather than the influ- 
ence of the nature of the capital struc- 
ture. 


Summary 


RF the past the earnings record of the 

electric power industry has had both © 
favorable and unfavorable aspects. True, 
since 1939 earnings on total utility plant 
value have declined, as well as earnings as 
a percentage of operating revenue; but 
the rate of return on the right-hand side 
of the balance sheet, stated value of capi- 
tal stock and long-term debt, has remained 
fairly constant while the return on total 
utility plant was decreasing. The ratio of 
number of times bond interest has been 
earned has been increasing from the dual 
benefits of less bonds outstanding in pro- 
portion to operating revenue and a lower 
interest rate on long-term debt.” 

Except for the security holders in the 
typical small steam company and perhaps 
the hydro concerns the owners of com- 
mon stock should fare well in the future, 
for the past record of earnings and fu- 
ture demand for power indicate that the 
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rate of earnings on the capital structure 
will remain steady; and that through the 
increasing use of internal funds within 


e 


the electric power industry the asset value 
behind the outstanding bonds and capital 
stock will continue to grow. 


Footnotes 


1“Some Aspects of the Rate of Return Prob- 
lems,” by E. W. Clemens, Land Economics, 30:32- 
43, February, 1954; “Cost of Capital in Public 
Utilities,” by L. W. Thatcher, Land Economics, 
30 :85-111, May, 1954, stress the dividend-price re- 
lationship; whereas, “Dividend Payout and Utility 
Common Stock Value,” by Fred P. Morrissey, Pus- 
Lic UrTiLities FortTNIGHTLY, Vol. 55, No. 11, pp. 
583-594, May 26, 1955, emphasizes earnings in con- 
traposition to dividend pay-out. 

2 Median operating revenues for 1957; purchas- 
ing, $1.8 million; steam, $29.8 million; hydro, $,- 
820,000; small purchasing, $520,000; medium pur- 
chasing, $2,520,000; large purchasing, $10.8 million; 
small steam, $4,430,000; medium steam, $29.8 mil- 
lion; large steam, $77.1 million; small hydro, $896,- 
000; medium hydro, $2,770,000; large hydro, $27.8 
million. “Significant Ratios in Electric Power In- 
dustry,” by Franklin H. Cook, Bulletin #59, Bu- 
reau of Business Research, College of Business 
Administration, The Pennsylvania State Univer- 
sity, 1958, Table 2, pp. 34, 35. 

3 Cf. “Capital Needs of Electric Power,” by 
Franklin H. Cook, Pusiic Utmities FortNiGHTLy, 
Vol. 62, No. 12, p. 921, December 4, 1958, Chart A. 
Purchasing company declined from $3.20 in plant 
investment for every dollar of operating revenue in 


1939 to $2.50 in 1957; steam, from $4.60 to $4.50; 
and hydro, from $7.10 to $6.60. 

4“Significant Ratios in the Electric Power In- 
dustry,” by Franklin H. Cook, loc. cit., Chart E, 
p. 16, Charts 12, 13, and 14, p. 44. 

5 Ibid. Chart D, p. 16; Charts 9, 10, and 11, p. 43. 

6 Cf. “Capital Needs of Electric Power,” by 
Franklin H. Cook, loc. cit., Chart E, p. 940. 

7 Earned Surplus to Total Assets, 1957; purchas- 
ing, 13 per cent; steam, 8 per cent; hydro, 8 per 
cent. Cf. “Cost of Capital and the Capital Struc- 
ture of Electric Companies,” by Franklin H. Cook, 
Pusiic Uritities FortNIGHTLY, Vol. 63, No. 12, 
pp. 820-838, June 4, 1959, Chart E, p. 833. 

8 Federal Power Commission, “Statistics of Elec- 
tric Utilities in the United States,” 1939 and 1957. 

9Cf. “Capital Needs of Electric Power,” by 
Franklin H. Cook, loc. cit., Chart D, p. 939. 

10 Jbid. Charts 10, 11, and 12, p. 941. 

11 “Financial Statements,” by Ralph D. Kennedy 
and Steward Y. McMullen. 1952, p. 521. 

12 Federal Power Commission, “Statistics of 
Electric Utilities in the United States,” 1957, 
Washington, D. C. 

13 Federal Power Commission, “Statistics of 
Electric Utilities in the United States,” 1949, p. xii; 
1957, p. xviii. 





i jee greatest weakness of modern Capitalism is its lack of sup- 

port among a large part of the intelligentsia. Their failure to 
support it renders the system vulnerable to replacement by a substi- 
tute system through parliamentary or revolutionary means, or to 
continuous expansion of the réle of the state to the point where 
drastic change might be required in order to keep the economy 
functioning. . . . 

"The intellectual has come more and more to think of the interests 
of the public and the Capitalist as fundamentally in conflict, the 
Capitalist being interested in the highest price that he can get for 
goods and services out of the consuming public. . 

"Intellectuals generally do not accept the proposition that the 
alternative to capitalistic organization and direction of production 
through the market is administration of the economy by a hierarchical 
bureaucracy.” 


—CALVIN B. HOOVER, 
Professor of economics, 
Duke University. 
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Work Measurement Units 











for Utility Employees 


By M. H. DIELS* 











In their efforts to keep rates to a minimum in the face of rising costs, utilities 
should consider setting up standards of work performance for employees as 
well as machines. Measurement of output in terms of units can establish norms 
of efficiency against which the individual's performance can be judged and 
controlled. Such procedure will also reveal the best and most economical ways 
to do various jobs. Utilities must improve their record methods, however, in 
order to pinpoint specific productivity so that efficient workers can be identi- 
fied and rewarded. 


HE American public has given birth 

to a new economic “law.” It says: 

“The cost of living may continue to 
spiral upward, but utility rates must re- 
main fairly constant.” 

The utility industry is somewhat re- 
sponsible for the conception of this “law.” 
The utility companies have held rates in 
check mainly by reducing costs through 
development of more efficient generating 
equipment and by the promotion of in- 
creased sales per customer. The latter, of 
course, activates the real economic law of 
increasing returns, which allows a greater 
gross margin from increased sales per cus- 
tomer. They have accomplished this phe- 





*Comptroller, Arizona Public Service Company, 
Phoenix, Arizona. For additional personal note, see 
“Pages with the Editors.” 


nomena of low rates amid rising costs of 
living in spite of the ever-increasing unit 
costs which must be paid for materials and 
labor. 

They can continue to hold rates close to 
their present level, yet make returns on 
investment more attractive, by reducing 
the unit costs of material and labor. They 
can accomplish this by measuring em- 
ployee output. 

For years, the utility industry has em- 
ployed hundreds of work measurement 
units to evaluate the performance of 
power plant alone. It also uses such units 
to a lesser extent to determine the costs of 
transportation; ¢.g., cost per mile, cost per 
customer, etc. And, there are many other 
areas where unit costs of equipment opera- 
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tion are tabulated and published for the 
benefit of department heads concerned. 


Standards for Employee Performance 


hereon can go further and measure 
employee output too. By determin- 
ing through work measurement what is 
the most efficient way to doa job, and with 
what materials, they can establish stand- 
ards. These standards will help determine 
whether it is wiser and less expensive to 
use outside contractors or company per- 
sonnel for certain work. They also will 
enable utilities to discover which of their 
crews, or who among their personnel, is 
the most efficient for any given type of 
job. Examples of work measurement ap- 
plicable to construction, operations, and 
sales will be illustrated later in this article. 
There is no doubt that work measure- 
ment has been extremely beneficial to 
manufacturing companies. For decades, 
these companies have utilized standard 
cost systems to measure workers’ perform- 
ance. They also have employed many other 
measurement systems to determine quality 
and quantity outputs. Settlements on bil- 
lions of dollars worth of World War II 
“cost plus” contracts were based on these 
standard costs and other measurements. 
And, today, government contracts with 
the U. S. Air Force’ are settled by units 
of measurements ; ¢.g., standard costs, cost 
units, production cost, and other guides. 
Granted, most of the manufacturing 
work measurement is obtained via the stop 
watch technique, which is not applicable 
to public utilities. But, the utility industry 
does not need the stop watch technique. 
That is only one method ; there are others. 


1Rev. No. 50 to Armed Services Procurement 
Regulation, November 2, 1959. 
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Like the manufacturing industry, the 
utility industry is replete with measures 
and standards for motivating and evaluat- 
ing human performance. They can be 
found in the repetitive nature of many 
utility industry tasks. 


How to Initiate Work Measurement Plan 


Wire do we begin on such a work 
measurement program? First, we 
must establish an objective to set standards 
which indicate the most efficient workers 
or groups of workers. Put differently, the 
goal would be to determine sub par per- 
formances so corrective action may be 
taken to retrain the persons or group re- 
sponsible for those performances, trans- 
fer them to types of work at which they 
would be more productive, or hire outside 
contractors to do their work. 

The second step is to recruit a commit- 
tee whose members enjoy tackling new 
ventures. Work categories susceptible to 
meastirement in units can be defined. A re- 
view of the company’s “forms” by depart- 
ment will reveal sources of quantities. De- 
partment heads can determine what cost 
data are needed to evaluate the perform- 
ance of their workers. The company pres- 
ident lays the groundwork for acceptance 
of the program by outlining it to supervi- 
sors and other key personnel. 

Quick acceptance of the program by 
company personnel can be expected once 
they learn the program will be the basis 
for training or retraining and provide in- 
formation that will permit supervision to 
develop each employee to his maximum 
usefulness. 

As human beings, supervisors and sub- 
ordinate employees alike want to know if 
their performance is satisfactory. A copy 
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of the measurement data must first go to 
the lowest level supervisor in the area in- 
volved to give that individual the initial 
opportunity to improve the performance 
of his group or to seek advice from his 
supervisor. 


Some Examples of Work Units 


| us not attempt to discuss all possible 
units of work measurements here. 
There follow some examples of such units 
in limited areas of operations, sales, and 
construction. Then there is developed the 
premise that a utility must have construc- 
tion work measurement units to be able to 
determine whether its crews can do a job 
at less cost than an outside contractor. 

Work in a transformer shop can be 
measured, for example, through use of the 
following record: 


Monthly Activity Volume Hours 
Transformers Repaired ....... 285 8084 
Transformers Issued New .... 286 41 
Transformers Issued Old ..... 192 40 
Transformers Removed ....... 314 60 
Transformers Tested ........ 526 1034 
Transformers Received ....... 250 118 
Reclaimed Oil (Gals.) ....... 825 87 
Rubber Gloves Tested (Pr.) .. 709 
Blankets: Tested: 4i0-<.< i056. 0<5 690 273 
EGR SB a es 479 
Photo Eyes Repaired ......... 20 57 
Cap. Received, Tested, Issued... 58 6 
Misc. Equipment Tested ...... 19 4 
Radio & TV Interference .... — ae 
Small OCB’s Repaired ....... 19 14 
Transformers Painted ........ 219 63 
Building Maintenance ........ a Aa 
Trans. Rec. Cd. Prepared .... 300 84 

BREE ian wicscldieinniy-cieivia’s.es vahaie’s o 84 
LOSS ofc: 150 56 
Phone Calls Answered ........ 770 84 
LO ae een _ 56 
1 gy OS CACY of) -- 56 
Record Cards Posted ......... 600 84 
Mult; Loops Mis: 2.0.0.0 as ees 215 78 


Figures on the monthly record would 
be compiled from daily sheets similarly 
set up for each employee. It is a simple 
matter for the employee to insert figures 





on a preprinted sheet to record the amount 
of work he has accomplished. The “order” 
used by many companies also is an excel- 
lent means for counting quantities of work 
completed. 


Standards Can Improve Output 


HE numerous repetitive tasks inherent 

in a transformer shop make that unit 
an excellent target for a “work smarter” 
program. The next step, after records of 
work accomplished are being maintained, 
is to apply time and motion studies, qual- 
ity sampling, and quantitative analysis 
and similar cost accounting measures. A 
“standard,” or par, can be determined 
from this date. 

When any member of the employee 
group in the shop falls below par in his 
work, the work measurement records will 
show it. The supervisor then has an op- 
portunity to bring this substandard per- 
formance to the attention of that employee 
in an attempt to improve it. This rarely is 
the case when there is no standard by 
which the employee can be measured. 

Work measurement is applicable to util- 
ity sales operations too. It is helping some 
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companies to determine the effectiveness 
of their® sales promotion campaigns and 
the cost of those campaigns, A gas sales- 
man could tabulate his daily accomplish- 
ment on this form: 


Commercial 
Residential & Industrial 
Mcf $ Mef $ 


Daily 
Gas Sales 
Activity 
Air Conditioning 
Boiler Load 
Cooking 
Conversions 
Heating (Process) 
Heating (Space) 
Irrigation 
Other Engine Load —— 
Lighting 
Campaign No. — 
Campaign No. — 
Totals —— 


No. 
Calls 


1, 1,500 350.00 —— —— 


Ww coupled with hours-of-work fig- 

ures developed from statistical sam- 
ples, the data above provide a basis for 
measuring a residential air-conditioning 
campaign, for example. If it is desired, the 
hours of work also can be tabulated by the 
salesman. The employee’s attitude must 
be nurtured to obtain fair and accurate 
reporting. He will co-operate by reporting 
his data accurately when he understands 
that management wants him active in the 
sales area in which he is best suited. In 
that way, he will learn, the company will 
receive the largest gross margin, and he 
will earn a higher income. This probably 
is as close to a straight commission basis 
as we can get in the utility business. 


Measurement of Construction 


Fo the construction phase of our busi- 

ness, we often can obtain work meas- 
urement units from the Continuous Prop- 
erty Record. For those utilities where the 





2“Sales Promotion Yardsticks for Electric and 
Gas Utilities,” by William T. Kelley, Pustic Uti- 
ITIES ForTNIGHTLY, Vol. 65, No. 6, March 17, 
1960, p. 382. 
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construction work measurement units are 
not readily obtainable, and for those with- 
out continuous property records, we shall 
show that the cost of determining such 
units will be justified by the result obtained 
from work measurement. The desired re- 
sult is to be able, not only to compare the 
utilities’ construction costs with those of 
their own groups, such as foremen, divi- 
sions, and areas, but to compare them with 
the costs of outside contractors. 

In developing the premise that construc- 
tion work measurement units will help a 
utility cut costs of man power and labor, 
we first should study the business of a 
small home builder who earned success by 
watching his costs. 


Cost Keeping Is Vital 


dee builder has outstripped his com- 

petitors because, while still a small 
contractor, he kept a close record of his 
costs. He found equally good ways of 
doing expensive jobs for less money. 
Hardly any lumber was wasted; prac- 
tically every scrap was utilized in some 
way. Many of the builder’s cost figures 
were retained in his head or his shirt 
pocket. But, as his cost cutting permitted 
him to build and sell more homes under 
the prices of his competitors, his book- 
keeping became more involved. As his 
business increased, it was necessary for 
him to make cash flow studies, interim 
statements to his bankers, and satisfy the 
requirements of the Federal Housing Ad- 
ministration and other political subdivi- 
sions of the government. 

Our builder grew to be a big business, 
like a public utility. Now he can rely no 
longer on mental and shirt pocket notes. 
He cannot rely on his personal supervi- 
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sion of everything. Now he has experts to 
study costs, to prepare his tax returns, and 
to count the number of houses completed 
or partially completed. He cannot remain 
a successful builder if his experts do not 
continue to measure the output of his em- 
ployees and keep a checkrein on his costs. 

Neither can a utility remain success- 
ful—in the realms of attractive return or 
low rates—if it does not accomplish its job 
at the lowest possible cost. 


Cost Record Methods Need 
Improvement 

O™ current method of keeping records 
of costs in the utility industry is job 
order accounting. Each job is charged 
with the various total costs of the under- 
taking or authority, and the total then is 

compared with the original estimate. 
One glaring disadvantage of this type 
of cost comparison is that it is impossible 
to determine the accuracy of your esti- 
mator or the efficiency of your job super- 
intendent. Standards established through 
construction work measurement units 
would tell you. Job order cost accounting 
tends to keep all elements of a job in line 
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if you assume that your estimates are ex- 
pertly done, and any deviations from the 
estimates are called to the attention of the 
estimators and those doing the work. 

Another disadvantage of this type of 
record keeping in the utility industry is 
that much work is done on “blanket” and 
small job orders. Costs of any given job 
for which these types of orders are written 
are lumped together, and the cost of the 
small job is never determined. No com- 
parison is available, for instance, between 
two pole extensions in the city and two 
pole extensions in the suburbs. (The util- 
ity should not say that a lack of compari- 
son makes little difference “because we 
had to make the extension anyway.” The 
utility has a trust; for the benefit of both 
its stockholders and customers it must use 
the most efficient crew or outside contrac- 
tor for the two pole extensions and any 
other job.) 


| me cannot be measured on jobs 

completed under larger work orders 
or specific work orders not charged to 
blankets, either. For example, assume that 
estimates for construction of a substation 


WP. 
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are overrun. One of three crews on the 
job cleared the site and poured the con- 
crete pads; another set the equipment and 
bolted it down; and the third energized 
the station. Under present methods it 
usually is impossible to determine which 
crew overran the original estimate. We 
cannot reward the efficient crew because 
we cannot identify it. 


Rewarding Efficient Workers 
i Rone rewarding of the efficient and 
most productive crews or workers in 
any department is only one purpose of 
construction work measurement, however. 
More important, reports to managers in 
terms of construction work measurement 
units let them know if their departments 
are going forward, backward, or sideways. 
A construction work measurement unit 
should be a measure or denominator of 
output, accomplishment, or efficiency. It 
may be expressed in dollars, but it more 
often is a quantity term within a given 
time, geographical area, crew of em- 
ployees, division, area of responsibility, or 
other unit. Regardless of the kinds of 
units used, today they can be sorted, tabu- 
lated, and published by electronic data 
processing (EDP), the most recent boon 
to utility operations. An entirely new field 
is open to the cost accountant and engineer 
to prepare cost studies. 


Work Measurement Should Be 
Simplified 
Ws measurement reporting must 
not be so burdensome that it is done 
haphazardly or erroneously by foremen 
and supervisors. We can avoid some of 
the natural resistance to filling out forms 
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by simplifying the procedure. We can 
code. EDP equipment can be most helpful 
here, since it normally functions rapidly 
on coded information. The job estimator 
can show the code numbers for units of 
property on the work order and the fore- 
man can report his time via these codes. 


As an example, let us take a job calling 
for the installation of seven 40-foot poles, 
nine four-pin crossarms, and six spans of 
#4 H.D. bare solid copper conductor. 
These we shall consider units of property, 
with the appurtenant hardware, insulators, 
etc., as subsidiary material. The job fore- 
man would report the units and installa- 
tion labor thusly: 


Ouantity Code Crew Hours 
7 # 99-40 28 M.H. 
9 # 11-019 7 M.H. 
6 # 11-637 8 M.H. 


This coded report also serves as a field 
inventory signed by a foreman who saw 
the work accomplished. Modern com- 
puters can determine the cost of the job, 
compare it with standard man-hour units 
for such work, and furnish a print-out 
comparison for evaluation by manage- 
ment. Such comparisons can be made as 
each job is completed, or periodically dur- 
ing construction if the size of the project 
warrants such attention. 


HREE avenues are available to the util- 

ity in establishing construction work 
measurement units which will be meaning- 
ful: 

One, it is possible that retirement units 
can be made small enough to produce a 
measurement unit. There are a number 
of facets to this proposition which should 
be investigated thoroughly now that we 
have EDP. Among the problems at hand 
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is the greater detail necessary to maintain 
plant ledgers; the effect on operating ex- 
penses in the transition from larger retire- 
ment units to smaller units; and the use- 
fulness of the “installed cost of a small 
retirement unit” when comparing. 

In any study of construction costs, it 
is desirable to know the amount of the 
various cost components comprising a re- 
tirement unit. A successful bidder on a 
contract should be required to record his 
labor on the utility’s time sheets so his 
information can be compared with the 
utility’s standards. Is the job cheaper to do 
with the company crews or the contractor? 


6 thw a company can investigate and 
compile standards of performance— 
par—which also become the basis on 
which the engineer estimates the total cost 
of construction. Such a compilation of 
standards would include the labor for set- 
ting poles, possibly by classes or sizes; 
transportation expenses normal from one 
geographical area to another; and similar 
standards of quantity for material with a 
loading factor for all other cost com- 
ponents. 


Three, pre-accounting and pre-engineer- 
ing can be utilized. Work orders would 
enumerate the sheet numbers from a con- 
struction standards book. The numbers be- 
come the ticklers for EDP to translate into 
material requisitions printed in the bin 
order of the warehouse. The sheet num- 
bers in the construction standards book 
show on their face the work measurement 
units to be used to estimate the cost of the 
job. 


yo the job is completed, the actual 

standard man-hours are compared 
with the work measurement units to learn 
if the job was over or under par. Here 
again, a contractor also would keep his 
records so they could be fed into EDP 
and be compared to the work measure- 
ment units on the sheets in the construction 
standards book. 

Only construction work measurement 
units can show us the best and most eco- 
nomical way to doa job. We need this in- 
formation if we are to maintain low rates 
for our customers and make return on 
stockholder investment more attractive. 





41 AMERICAN unions have long prided themselves on their pro- 

gressiveness. Yet today they are the most conservative unit 
in our society, if by conservatism is meant ‘opposition to change.’ 
Their depression-born political and economic theories are quaintly 
outdated. They find themselves in the paradoxical position of en- 
gaging in a controversy which, if they win, they—and everybody 


else—lose.... 


Featherbedding is no panacea for employment problems. It is 
no road to self-induced prosperity. Each success a union may gain in 
continuing inefficient work practices takes labor and management 
just one step closer to a regimented economy in which the govern- 
ment dictates both prices and wages. If that comes, labor will have 
bargained away its real reason for existence." 


—J. W. ORAM, 


Vice president, Pennsylvania Railroad. 
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What’s Wrong with 
Commission Regulation? 


PART II. An appraisal of criticisms and a conclusion in favor of the commission setup. 


By HARRY M. TREBING* 


Recommendations for reforms of the utility regulatory process seem generally 
to fall short of workable methods that would improve regulation. Some criti- 
cism is justified, for commissions do have their deficiencies. Nevertheless an 
analysis of their past performance indicates that properly functioning commis- 
sions are still the best way to protect the public interest. Commissions should 
endeavor, however, to initiate programs of self-improvement. 


N Part I of this article we sought to 
summarize the substance of current 
criticisms of commission regulation, 

the causal factors cited for allegedly poor 
commission performance, and the recom- 
mendations for improvement. The ulti- 
mate objective of all of these arguments 
is, of course, the modification of the com- 
mission system. Yet such changes have 
both good and bad effects, and these must 
be considered in appraising the merit of 





*Assistant professor of economics, University of 
Nebraska, Lincoln, Nebraska. See, also, “Pages 
with the Editors.” 
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any criticism or any recommendation. 
Therefore, in the discussion which fol- 
lows, the various arguments will be ex- 
amined primarily within a context of the 
potential gains and losses to society asso- 
ciated with a departure from the com- 
mission system along the lines suggested 
by the critics. 

At the outset it is important to note 
that any major reorganization or altera- 
tion of the commission system must be 
justified in terms of a clear net gain to 
society. Such a net gain will arise only if 
the total gains from modifying commis- 
sion control exceed all of the related off- 
setting losses or adverse effects. Each 
side of this “social” balance sheet will be 
analyzed in greater detail. 


An Appraisal of Gains 


Dame first with the total gains or 

benefits that will arise from the 
modification of commission control, it 
may be assumed that these gains will arise 
to the extent that the principal criticisms 
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of commission regulation with respect to 
rate making, resource use, and abusive 
monopoly power are valid, and to the ex- 
tent that these deficiencies will be cor- 
rected if particular recommendations are 
adopted. Granting this measure of total 
gain, the task then becomes one of esti- 
mating the economic magnitude of these 
criticisms and of ascertaining in advance 
whether the proposed cures will be effec- 
tive. 

Unfortunately, available factual data do 
not permit the compilation of estimates 
of this type which would possess any 
reasonable degree of accuracy or general 
applicability. As a substitute, generaliza- 
tions might be based on case studies, for 
without doubt individual instances may be 
found to illustrate faulty commission per- 
formance with respect to the determina- 
tion of rates, control over resource utiliza- 
tion, and the failure to check abusive 
monopoly practices. But are these indi- 
vidual cases unique, or are they repre- 
sentative of the performance of all regu- 
lated industries? The lack of precise 
statistical measures of the alleged mal- 
functioning of regulation makes the an- 
swer to this question largely a matter of 
personal conjecture. Under these condi- 
tions, the total gain or benefit from 
change is likely to be colored by an indi- 
vidual’s predisposition for or against com- 
mission regulation; the same predisposi- 
tion may govern speculation about the 
degree to which particular recommenda- 
tions will eliminate the wastes supposedly 
associated with commission control. 


; arn information necessary for 

the precise quantification of total 
benefits or gains is missing, data are 
available on prices and productivity over 


long periods of time for both regulated 
and nonregulated industries. Used with 
discretion, these data may provide some 
limited insights into the validity and mag- 
nitude of those criticisms directed at rate 
making and resource use, and therefore 
the desirability of change.’ 

Long-run percentage increases in rates 
or prices for the various regulated indus- 
tries are given in the table on page 740 
for the period 1899-1953. In comparison 
with price increases registered in the non- 
regulated sectors of manufacturing and 
mining, the performance of utilities and 
transportation services is particularly 
gratifying. Of all the regulated industries, 
only natural gas exceeds the percentage 
price increase of the second quartile in 
the nonregulated sectors. That is, one-half 
of all the manufacturing and mining in- 
dustries posted price increases greater than 
those of the regulated industries, excluding 
natural gas. Further, electricity and manu- 
factured gas actually registered price 
decreases, a record matched by only one 
other industry (rubber products) in the 
entire economy. The relative performance 
of the regulated industries is enhanced 
even more when one notes that both the 
Consumers Price Index and the Wholesale 
Price Index increased by more than 200 
per cent between 1899 and 1953,? a per- 
centage increase exceeding those of all the 
regulated industries except natural gas. 


Re these data one may conclude that, 
relative to the prices of nonregulated 





1 The reader is referred to Part I of this article 
for a summary of criticisms of commission rate 
making and control over resource use, as well as a 
list of references for further elaboration. 


2“Employment, Growth, and Price Levels.” 
Hearings before the Joint Economic Committee, 
Congress of the United States, Part 2, 86th Con- 
gress, 1st Session, Washington, 1959, pp. 396-398. 
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market goods and services, the price of 
utility transportation services has become 
relatively cheaper over time. It is reason- 
able to assume, therefore, that the redis- 
tribution of purchasing power from con- 
sumers and competitive firms to the 
quasi-monopolistic regulated industries 
has not been as great as some of the criti- 
cisms of rate making would lead us to 
believe. 

How much of the credit for the 
historical path of utility transport prices 
can be attributed to commission control, 
either directly or indirectly, is obviously 
speculative. Yet it seems reasonable to 
assume that prices would have been in- 
creased faster by monopolistic suppliers 
in the absence of regulation. 


4 I ‘HESE trends, of course, do not indi- 
cate whether the resulting prices 
over time have been optimal with respect 


= 


to allocation or utilization, or whether the 
resulting prices were consistent with the 
true cost of service. Nor is it possible to 
determine from these trends what prices 
would have prevailed had any of the 
recommendations been adopted. All that 
can reasonably be argued is that the re- 
distributive evil usually associated with 
private monopoly has apparently been sig- 
nificantly checked by commission rate 
making. To the extent that the reader 
accepts this conclusion, the total gains or 
benefits stemming from the abandonment 
or modification of the commission system 
must be reduced. 


Changes in Productivity 


Epes related to price is the question 

of resource use. Again, no precise 
measure is available of the extent to 
which the end product of regulation devi- 


PERCENTAGE CHANGES IN PRICE AND PRODUCTIVITY 


(1899-1953) 
Output Per Unit of 
Tangible Total 
Price Labor Capital Input 
Regulated Industries 
PNMMIN ER Se Ss 15 Csisle Sa eTG aw ees 91 337 161 290 
SEEMED 550s oo2 pics See Ano oos<n © 170 251 495 272 
[oS ee ee ree 130 191 138 207 
INN ahs lois sos ania lo'c ex'a'0. 186 139 309 163 
Electric Light & Power .............. —38 2,460 1,107 1,664 
Mannfactured Gas ........60.0550-. —14 1,119 1,029 1,076 
CONES 2 OS ere rere 342 392 a 196 
Mining and Manufacturing* 
1 Se ae EE ee eee 151 150 53 139.5 
es Nhat ee bese er 219 254 96 217 
Oe eee ee eee 334 376.5 141.5 322 
Manufacturing** 
OS a nt rire oer 161.8 156 65 142 
Ree ky iinet fata chy cue sy fee 216.5 247.5 91.5 208.5 
a ees eee es peer 300 373 133 327 





*Percentage changes for 25 mining and manufacturing industries divided in quarters. Quartile 


values are given. 


**Percentage changes for 20 manufacturing industries divided in quarters. Quartile values are 


given. 


Source: Data computed from: Solomon Fabricant, Basic Facts on Productivity Change, 
National Bureau of Economic Research, Occasional Paper 63, New York, 1958, pp. 336, 337. 
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ates from either optimal utilization or the 
evil of unrestrained monopoly. Nor is 
there sufficient information to permit 
judgment of the exact degree to which 
rate making has adversely affected re- 
source use on a national scale. It is pos- 
sible, however, to make some generaliza- 
tions with respect to productivity changes 
in the regulated industries over time and 
to compare the results with parallel per- 
formance in nonregulated industries. 


A of the transportation industries 

have shown continuous improvement 
in productivity over a long period. The 
sharpest rises have occurred in more 
youthful or fastest-growing industries, 
such as oil pipelines and airlines. Yet even 
in the long-established railroad industry, 
a steady increase in productivity has been 
a distinguishing characteristic. As one 
economist notes : 


Perhaps the most remarkable aspect 
of the upward trend of labor produc- 
tivity in the railroad industry is its con- 
tinuity and persistence . . . Why the 
rate of technological change in the rail- 
road industry . . . should vary so little 
from decade to decade poses an inter- 
esting problem for the solution of which 
little evidence is at hand.* 


But if the record of transportation as 
a whole was good, with productivity in- 
creasing at average annual rate of 2.2 
per cent between 1889 and 1939, the rec- 
ord of the electric utilities must be judged 
as nothing less than outstanding. For the 
period 1902 to 1939, the average annual 





8“The Transportation Industries, 1889-1946; a 
Study of Output, Employment, and Productivity,” 
by Harold Barger, National Bureau of Economic 
Research, New York, 1951, pp. 110, 111. 


gain in output per man was 4.1 per cent.‘ 
Further, there appears to be little evidence 
of retardation in this rate of growth. 


IX comparison with the market-con-- 

trolled mining and manufacturing in- 
dustries, the regulated industries have 
performed well. The table shows that in 
terms of the percentage change in output 
per unit of total input for the period 1899 
to 1953, four of the regulated industries 
(electricity, manufactured gas, railroads, 
and local transportation) exceeded the 
second quartile of mining and manufac- 
turing; one (telephone) approximated the 
second quartile; and two (telegraph, nat- 
ural gas) exceeded the first quartile. In 
terms of output per unit of tangible capi- 
tal, the record of the regulated industries 
is even more impressive. All of the regu- 
lated industries reported, except natural 
gas and telephone, exceeded the third 
quartile. That is, all of the regulated in- 
dustries, except natural gas and telephone, 
registered a percentage increase in output 
per unit of tangible capital employed that 
exceeded the percentage increase recorded 
by 75 per cent of the nation’s mining and 
manufacturing industries. 

Perhaps most spectacular has been the 
percentage increase in productivity in elec- 
tricity and manufactured gas. These two 
utility industries scored, respectively, the 
first and second highest percentage in- 
crease in productivity for tangible capital 
and total input of any single industry in 
the entire nation for the period 1899- 
1953.5 

*“Output and Productivity in the Electric and 
Gas Utilities, 1889-1942,” by Jacob Gould, National 
Bureau of Economic Research, New York, 1946, 
" vin terms of the increase in output per unit of 


labor input, electricity ranked first, tobacco second, 
and manufactured gas stood third. 
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O’ course, the mistake should not be 
made of imputing the relatively 
greater increase in productivity in certain 
of the regulated industries entirely to 
commission control. Credit also belongs, 
in part, to technological developments pro- 
moted by equipment suppliers and adopted 
by management, to the growth in markets 
that made economies of scale possible, and 
in certain cases to particular pressures 
that induced change. It can be said, how- 
ever, that the regulatory environment has 
certainly not impeded technological 
change and the more productive use of 
resources over time. On the contrary, 
regulation has not only permitted greater 
productivity, but has transferred a signifi- 
cant portion of this gain forward to the 
consumer through the relatively low in- 
crease in utility and transportation rates. 

What the rate of increase in produc- 
tivity would have been in the absence of 
regulation, or if any of the recommended 
changes had been adopted, cannot, of 
course, be ascertained with any degree of 
certainty. Some evidence might be ob- 
tained from studies of the institutional 
competition that already exists around 
the geographic fringes of the major public 
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power projects, but any attempt to gen- 
eralize these results for the full range of 
utilities would be purely conjectural. For 
the present it may suffice to conclude that 
resources, when viewed in the aggregate 
over time, have been well employed under 
regulation. To the extent that the reader 
accepts this conclusion, the total gain or 
benefit from the abandonment or substan- 
tial modification of commission control 
must be reduced. 


Adverse Effects of Change 


Re the total gains or benefits of 

changing the commission system must 
be deducted any losses or adverse effects 
associated with the adoption of alterna- 
tive controls. Three general types of off- 
setting losses are possible. The first is a 
deterioration in the quality of service 
rendered. The second is an increase in 
the cost of service. Such an increase could 
come about because the change in control 
had increased the cost of capital, reduced 
management’s ability to plan effectively, 
or limited the size of the market, thereby 
preventing optimum utilization of plant 


and the introduction of economies of 


WHAT'S 


scale. The third type of offsetting loss is 
the reduction in the general level of na- 
tional income stemming from a disruption 
of established savings-investment pat- 
terns. 

The third type or form of loss de- 
serves further comment. Utilities today 
provide a significant means whereby a 
large volume of saving, especially insti- 
tutional funds, is channeled into invest- 
ment. Also, utility investment expendi- 
tures constitute a significant portion of 
total private investment. Any adverse 
changes in the regulatory climate that 
create a degree of uncertainty sufficient to 
disrupt these flows would result in re- 
dundant savings and decreased gross do- 
mestic private investment that would have 
to be offset elsewhere if national income 
were to be maintained. It is by no means 
certain that other outlets for savings and 
investment would be readily available 
short of a compensating increase in pub- 
lic spending. Further, any discouragement 
of private utility investment is particu- 
larly lamentable because of the stabilizing 
value of these expenditures relative to 
greater fluctuations of investment spend- 
ing in other sectors of the economy. 


AY” attempt to correlate these adverse 

effects with particular recommenda- 
tions for changing regulation is bound to 
be speculative.” This, however, should not 
prohibit exploration of the possible wavs 


6 McGriw Hill’s economics department estimates 
that planned capital spending for all industries will 
be $37.3 billion for 1960; of this total, $11.96 
billion will be spent in the utility and transpor- 
tation industries. Business Week, November 14, 
1959, p. 76. 

7 The reader is referred to Part I of this article 
for a summarization of the various recommenda- 
tions that have been made in recent years for im- 
proving control over the utility and transportation 
industries. 
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in which losses could arise if a given set 
of recommendations were adopted. 

As a point of departure, it seems rea- 
sonable to assume that those recommenda- 
tions which deviate least from the ac- 
cepted or traditional regulatory processes 
will minimize uncertainty and disruption, 
and therefore the prospect of unfavor- 
able consequences. Into this category 
could be placed the recommendations of 
the Legislative Oversight Subcommittee 
outlined in Part I of this article. 


The Administrative Court Idea 


’. wee significant change would be the 
adoption of the administrative court 
as suggested by Professor Schwartz and 
others. Presumably this proposal would 
assure influence-free adjudication of dis- 
putes, yet such a body could very well 
tend, over time, to turn the focus of 
regulation away from flexible rule making 
and essentially legislative functions to- 
ward an arid legal formalism. Although 
the apparent result might be the creation 
of a courtlike atmosphere free from par- 
tiality, this same environment could stul- 
tify the initiative of those seeking to 
protect the public interest while at the 
same time imposing costly delays on firms 
seeking rate and service adjustments. An 
added feature of this antiseptic setting 
would be the carte blanche issued to in- 
terveners, professional experts, and others 
seeking to capitalize on drawn-out litiga- 
tion. Under these circumstances, the cost 
of administration, when viewed from the 
sides of both the public and the com- 
pany, could well be expected to rise. 
In addition, management’s effectiveness 
would be debilitated as its energies were 
sapped in exhaustive legal controversy. 
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Perhaps the most significant observa- 
tion which can be made regarding the 
administrative court is one not readily 
definable in terms of losses. This is the 
possible ossification of control at the very 
time when the regulated industries stand 
on the threshold of a dramatic techno- 
logical revolution. Whether the refined 
proceduralism of an administrative court 
would be able to meet the challenge of 
satellite-transmitted communications sys- 
tems, or the problems attendant with the 
transport of natural gas by ship, and the 
direct conversion of energy to electricity, 
to cite a few examples, remains to be 
seen. 


Executive .Departments . Overseeing 
Commissions 

HE recommendation that commis- 

sions, at least at the federal level, 
be placed under major executive depart- 
ments could reduce certain duplicating 
operational expenses. But savings of this 
nature would be minimal in comparison 
with the added administrative costs if the 
departments affected were to utilize the 
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newly acquired commissions as a nucleus 
around which to build bureaucratic em- 
pires. 

The transfer of commissions to de- 
partments in the executive branch, osten- 
sibly in the interests of greater effective- 
ness, would also yield the parallel result 
of making them more directly susceptible 
to political pressures, thereby opening a 
whole new area of question and uncer- 
tainty. For instance, if cases of conflict 
were to arise between the commission and 
other bureaus within the same department, 
or between these bureaus and firms under 
commission control, the potential gain 
from the use of special pressures to achieve 
partisan ends would increase immeas- 
urably. Also, rate making would tend 
to become even more the subject of 
partisan politics, as some candidates 
championed tight control while others 
espoused laxity. 


HAT would be the discernible losses 

in economic terms under such cir- 
cumstances? The general public could 
suffer in at least three ways. First, utility 
management would be forced more and 
more to make large political expenditures 
to protect its interests, and one may safe- 
ly assume that these costs would be passed 
on to the consumer through higher rates 
whenever practicable. Second, the cost of 
capital would tend to increase with the 
progressive deterioration of nonpolitical 
regulation, for although capital costs 
might conceivably fall with the election 
of politicians sympathetic to private util- 
ities, the election of candidates of the 
opposite persuasion would increase both 
money rates and the general overall risk 
attached to utility investment. 


WHAT’S WRONG WITH COMMISSION REGULATION? 


Finally, it is not inconceivable that in- 
stability in the regulatory environment 
would lead to fluctuations in investment 
with concomitant changes in national in- 
come and a deterioration in quality of 
service. 


What about Market Competition? 


iy appraising the losses arising from the 

recommendation for greater market 
competition, it is first necessary to con- 
fine the discussion to those regulated in- 
dustries where unrestricted entry and exit 
of firms, save for safety regulations, and 
a substantial degree of freedom in rate 
determination will create a market large 
enough to permit each firm to operate at 
optimum capacity without any deteriora- 
tion in quality of service or undue price 
discrimination. At present, the transpor- 
tation industries rather than the utilities 
would seem to fall into this category, but 
even here there is not sufficient informa- 
tion available to draw any hard and fast 
conclusions. 

Assuming that commission controls 
would be largely abandoned, social losses 
or adverse effects could arise in a number 
of areas. There is no assurance, for ex- 
ample, that freedom of entry and exit 
would not lead to a deterioration in the 
quality or dependability of service, even 
in the supposedly competitive areas of 
motor transport.® 

Similarly, greater market competition 
could conceivably increase the total cost 
of service to the public. The threat of 
loss of traffic to rivals could compel man- 





8 A stimulating critique of arguments for greater 
competition in the trucking industry is presented by 
George W. Wilson. See: “Current Criticisms of 
the Interstate Commerce Commission,” by George 
W. Wilson, Current Economic Comment, August, 
1959, pp. 11-15. 
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agement to shorten appreciably its plan- 
ning perspective. Attention would have 
to be given to more immediate problems 
of combating the tactics of competitors. 
As a consequence, expenditures for re- 
search and long-term capital investments 
would diminish in feasibility or attrac- 
tiveness. A shortening of the planning 
period could also cause management to 
reduce its estimate of the size and cer- 
tainty of the potential market which the 
firm might expect to enjoy, with the re- 
sult that smaller operational units would 
be adopted, thereby denying the con- 
sumer the benefits of lower unit costs 
stemming from economies of scale. 


| mae although no general state- 
ment is possible with regard to the 
trend of the cost of capital under a pro- 
gram of greater competition, it may be 
safely assumed that no diminution of 
administrative costs will take place. Con- 
tinuous surveillance would be necessary 
to guard against attempts on the part of 
carriers to restrict competition through 
mergers, consolidations, etc. Regulation 
must also exist to compel transport com- 
panies to establish and maintain through 
and joint rates. Similarly, because differ- 
ent types of transport are not perfect 
substitutes for all shippers even under a 
high degree of competition, the possibility 
of discrimination exists so control over 
maximum prices must still be maintained. 
In total, therefore, it is doubtful that ad- 
ministrative costs will fall under a policy 
of enforced competition. In fact, the con- 
verse may well be the case. 

Thus, enforced competition is at best 
a mixed blessing. Whether such a policy 
will lead, in fact, to a deterioration in 
service, together with a reduction in tech- 
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nological change and less efficient opera- 
tion, or to a dynamic pattern of lower 
rates, expanding markets, and greater 
investment, is hard to determine. There 
is simply not enough information avail- 
able about the effects of the changing 
structure and location of industry on the 
demand for transport, the degree to which 
various types of transportation services 
are substitutive, and the existence of 
economies or lack of scaled economies, to 
permit accurate prediction. For the pres- 
ent, any decision is largely a matter of 
judgment. 

If the former set of conditions is 
assumed to be the more likely outcome, 
resultant offsetting losses would reduce 
the desirability of modifying the com- 
mission system. 


wo last observation must be made be- 

fore leaving the recommendation for 
greater market competition. Competition 
as a means of control in the transporta- 
tion field is by no means new. Competi- 
tion was the accepted norm during much 
of the nineteenth century, but the product 
of this policy was price instability, over- 
capacity, and bankruptcies, which, in turn, 
led to consolidations, mergers, and the 
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virtual elimination of inland waterway 
transport.® 

Whether the conditions in transporta- 
tion are analogous today, or whether the 
government can prevent similar results is 
a matter for further study; one may only 
add that the record of government ef- 
forts to date to maintain a high degree 
of market competition in other sectors of 
the economy can hardly be described as 
a spectacular success. 


Institutional Competition 


tA more direct relevance to the conven- 

tional utilities is the recommendation 
for “institutional” competition. Of course, 
institutional competition, or, more cor- 
rectly, rivalry, already exists to a limited 
extent in the field of electricity produc- 
tion. 

The question is, can this form of ri- 
valry be generalized as a form of con- 
trol supplanting commission regulation to 
a large degree? There are two principal 
bases for arguing that this objective can- 
not be achieved. 





® For an authoritative analysis of the competitive 
period, see “Public Utilities in American Capital- 
ism,” by Martin G. Glaeser, Macmillan, New York, 
1957, Chapters 4, 5. 


WHAT’S WRONG WITH COMMISSION REGULATION? 


First, institutional competition is pre- 
mised on the assumption that different in- 
stitutional forms of organization can be 
compared and a meaningful yardstick de- 
rived. Comparability, however, is extreme- 
ly difficult to obtain. To offer a workable 
criterion, different firms must have com- 
parable cost characteristics and expenses, 
reasonably identical markets, and approxi- 
mately the same output or product mix. 
Obviously, it would be illogical to compare 
the rates or unit costs of a private utility 
with a high proportion of equity capi- 
talization and therefore income tax pay- 
ments with a municipal plant financed 
through tax-exempt revenue bonds. Sim- 
ilarly, it would be unfair to compare a 
public project serving a rural market with 
a very thin customer density against a 
private utility serving a dense urban area. 
But if the problems of comparability exist 
within the field of electricity, they become 
legion when one moves to gas production 
and transmission and communications. In 
these areas, one is faced not only with the 
selection of some base, but also with the 
absence of nonprivate firms. 


F  lgveiond limitation of institutional 

competition is its inability to accom- 
plish in a positive fashion the ends which 
it seeks. Under market competition, profits 
are the stimulus and losses the penalty that 
eventually drive the inefficient out of busi- 
ness. Institutional competition, on the 
other hand, possesses at best hazy stimuli 
and almost completely ineffectual penal- 
ties. 

Assuming that a reasonable yardstick 
shows one firm to be less effective in terms 
of price and cost than its counterpart, 
what action can be taken? Certainly the 
firm cannot be forced to suspend opera- 


tions and the service withdrawn. Aside 
from reprimands and moral suasion, the 
only alternative is to take the property by 
eminent domain, if private, or to sell the 
plant to private interests if already public. 
In either case, the magnitude of the step, 
combined with public apathy, procrastina- 
tion, or a morass of court delays, would 
assure that in all but the most flagrant sit- 
uations institutional competition would ac- 
complish little or nothing. 


." these limitations, any general 

attempt to enforce institutional com- 
petition is certain to lead to adverse social 
effects or losses. If the vardstick is based 
primarily on rates, then service may be 
allowed to deteriorate in the interests of 
low prices. Service may also be adversely 
affected if a particular utility firm falls 
behind the yardstick standard and, rather 
than endeavor to improve performance, 
chooses to recapture its capital through 
deferred maintenance and replacement. 
But perhaps the most telling effects of 
institutional competition will be on the cost 
of capital, especially for private utilities. 
The threat of public ownership, whether 
real or illusory, will give rise to greater 
feelings of uncertainty among investors, 
thereby leading to a demand for a greater 
return on capital devoted to these enter- 
prises. Repercussions, however, would be 
cumulative and would carry beyond this 
point, for once the cost of capital increases, 
the relative yardstick performance of pri- 
vate utilities worsens, thereby triggering 
a fresh round of anxiety among investors. 
Ultimately, private utility investment 
could become less and less profitable as 
capital costs rise with consequent depress- 
ing effects on investment spending and na- 
tional income. 
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Rather than institutional competition, 
per se, public policy would seem to gain 
much more by permitting all types or 
forms of utility organization to prosper 
side by side, with the exact form being 
determined by the needs of the region and 
the wishes of the public. 


Some Suggestions by Renshaw 


NE critic, Edward Renshaw, it will be 
remembered, advocated granting vot- 

ing control in utilities to consumers as an 
alternative to direct regulation. Voting 
control would be given to either the gen- 
eral citizenry through municipal elections, 
or to a group of citizens forming a voting 
trust. The complexities of managerial 
decisions would certainly seem to invali- 
date the effectiveness of municipal elec- 
tions as a means of control. A voting trust, 
or possibly a consumers’ council, would 
have a great deal more to commend it. 
Yet even here there is always the danger 
that a lack of appreciation of the problems 
would unduly encumber operations and 
lead to social losses. For instance, a con- 
sumer trust or council could be overly 
optimistic and compel service for which it 
would later be unwilling to pay, either 





748 


through adequate rate increases or tax 
subsidies. Conversely, a consumer group 
might be unduly conservative, and, for 
fear of having to increase rates, prohibit 
or retard the introduction of innovations. 

In either case, the injection of consumer 
irrationality, like the injection of politics, 
creates a greater degree of uncertainty and 
therefore higher capital costs on the one 
hand, and an impediment to managerial 
efficiency on the other. One cannot help 
but conclude that a properly functioning 
commission staff is a far more effective 
means of giving voice to consumer inter- 
ests. 


— alternative proposed by Ren- 

shaw would give consumers the right 
to buy common stock in the utilities serv- 
ing them at a certain price above par value. 
This recommendation would supposedly 
protect the consumer against the payment 
of excessive dividends by the utility, for 
if consumers felt that profits from rates 
were unreasonably high, they could recoup 
their losses through stock purchases at a 
predetermined price. The apparent result 
would be that dividends, and therefore the 
cost of equity, would be held to modest 
levels since the board of directors’ incen- 
tive to pay out surplus profits through div- 
idends would be dissipated. However, 
rather than reduce or minimize dividends, 
this recommendation would actually in- 
crease the cost of equity, and therefore the 
overall costs of capital, in all but extreme 
cases. The explanation is simple: Con- 
sumers would become a differentiated 
class of investors given the special option 
of purchasing stock at a particular price. 
Assuming that the number of consumers 
is reasonably large, neither the consumer 
nor the general investing public will pay a 


WHAT’S WRONG WITH COMMISSION REGULATION? 


market price for the stock in excess of the 
consumers’ option price. Accordingly, as 
the utility is compelled to issue new stock 
to finance expansion, investors having 
been denied the possibility of gain through 
price appreciation will demand compen- 
satingly higher dividends. Further, the de- 
mand for increased dividends will become 
progressively stronger as the market price 
nears the consumer purchase price. 

In addition to increasing the cost of 
capital, this recommendation also suffers 
from two other defects. First, it assumes 
that the typical consumer is able or willing 
to purchase utility stock. Second, it does 
little to correct extortionist rates that are 
not reflected in excessive dividends and 
therefore higher stock prices. Both are 
significant oversights. 


spared third alternative involves 

transferring the common stock of pri- 
vate utilities to their consumers. Current 
stockholders, in turn, would be compen- 
sated by preferred stock or bonds yielding 
a fixed return. The gains or losses from 
risk bearing would then be passed on to 
the consumer, with any gains or dividends 
preferably taking the form of lower rates. 
While superficially simple, this argument 
is fraught with administrative and opera- 
tional difficulties that could affect the pub- 
lic adversely. The determination of an 
equitable conversion rate and the impact 
on existing holders of debt capital are but 
two of the problems that can be expected 
to arise. In addition, a new capitalization 
composed of debt and a rather nebulous 
public equity would, in all probability, in- 
crease the cost of any future debt flota- 
tions. Administration of the return on pub- 
lic equity would constitute a special prob- 
lem, for the dividend, whether in the form 


of a rate reduction or a rebate, would have 
to be placed in the hands of each consumer. 
In a large dynamic market with a con- 
tinually changing content, this task could 
become herculean. 

With regard to these last three recom- 
mendations, one is inclined to conclude 
that, although stimulating, they are essen- 
tially no more than complex machinations 
for accomplishing ends that can be han- 
dled in far more direct fashion by the 
regulatory commissions. 


A Positive Program 


| eiomeni in much of the preceding dis- 
cussion has been the author’s belief that 
a properly functioning commission is 
probably the best way to protect the pub- 
lic interest, from the standpoint of both 
practicality and the minimization of un- 
certainty. Admittedly, the existing system 
has not always performed well with re- 
spect to rate making, effective resource 
use, and the control of abusive monopoly 
practices. Yet, at least with respect to 
prices and productivity, the long-run rec- 
ord has been-more than creditable. In addi- 
tion, there is no argument or evidence 
sufficiently conclusive to prove that com- 
mission regulation cannot be improved, or 
that the concept is unworkable. 

However, it is not enough to say that 
commission control has worked, or that it 
can be made more effective ; a positive pro- 
gram aimed at improvement must be in- 
stituted by the commissions themselves. 
The elements of such a program of im- 
provement may be built around the most 
desirable attributes of a highly effective 
regulatory system. 

The first requirement of such a system 
is that it possess adequate resources 
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and support, which may be taken to in- 
clude not only a sufficient budget and staff, 
but also public appreciation of the tasks of 
regulation. Public support in this sense is 
particularly important in view of the tradi- 
tional American predisposition against 
governmental intervention. Hopefully, 
this can be accomplished through educa- 
tion rather than through the less pleasant 
alternatives of partisan propaganda and 
politics. 

Flexibility is the second attribute of a 
successful regulatory system. The term 
means, of course, not only flexibility in an 
operational sense, but also the ability of 
the commission to adjust to changing eco- 
nomic and technical conditions. A new 
technology may, for instance, permit com- 
mission supervision to be relaxed in favor 
of a greater reliance on competitive forces. 
Conversely, change may dictate that new 
activities be given public utility status in 
order that the public interest may be prop- 
erly protected. In either case, the effec- 
tive commission must be willing and able 
to adjust. This process requires, however, 
an understanding legislature and judici- 
ary, and, perhaps even more important, 
sufficient knowledge about the regulatory 
environment and commission employees 
with initiative and imagination. 


cme attribute is a formulated, al- 

though not static, standard of the 
public interest. The regulated firm has a 
clear set of objectives oriented ultimately 
around net profits. The commission, on 
the other hand, has no such clear standard 
by which to judge its objectives or achieve- 
ments. To fill this gap, commissions have 
traditionally relied upon reasonable judg- 
ment, which, in turn, is the product of past 


decisions, whatever data the various par- 
ties have supplied, and an intuitive con- 
ception of equity. But these efforts may 
not always be an accurate measure. A more 
adequate public standard could be derived 
from intensive research into public needs, 
the emergent economic and technical char- 
acteristics of the industries regulated, and 
a greater knowledge of the general econ- 
omy. Given this type of information, com- 
missions would be able to develop a set of 
criteria to serve as a framework within 
which to evaluate the factors that bear on 
the public interest as well as the ramifying 
effects of decisions. 

The fourth attribute of a successful sys- 
tem is that its regulatory techniques re- 
ward management for superior efficiency 
and penalize it for incompetence. The 
present system of cost-plus regulation for 
the utilities offers little in either of these 
respects, thereby lending itself to the ob- 
jection that commissions must always dup- 
licate management functions if regulation 
is to be successful. Accordingly, commis- 
sions might be well-advised to explore 
possible ways in which incentives and 
penalties could be introduced into the rate- 
making process. To the extent that these 
efforts are successful, the motive for gain 
becomes a force complementing rather 
than encumbering regulation. 


. ogre or failure in the continuous task 

of improving commission regulation 
along these lines should be of concern to 
everyone. The general public, the commis- 
sions, and the regulated firms all have a 
“vested interest” in the outcome. For the 
former group, failure means added uncer- 
tainty and social costs. For the latter two 
groups, failure means possible extinction. 
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the Utilities 


Two New Members for the 
FPC 


T was Senator Dodd (Democrat, Con- 
necticut) who chilled the administra- 
tion’s hopes of clamping the cover down 
on the Federal Power Commission con- 
troversy with two brand-new appoint- 
ments. Senator Dodd had nothing against 
the two new appointees, Thomas J. Done- 
gan of Brooklyn, New York, and Paul A. 
Sweeney of Washington, Pennsylvania, 
who has been a career attorney with the 
government service since 1933. 

But Dodd, who had been leading the 
campaign to have William R. Connole re- 
appointed to the FPC, saw an opportunity 
to press his feud against that agency even 
if it did Connole little good. In a speech 
prepared for delivery in the Senate, Dodd 
demanded that the Senate hold up action 
on Eisenhower’s two new nominations 
to the FPC until he explains why he 
dropped Commissioner Connole from the 
agency. Dodd said Congress must “pre- 
vent the further deterioration of the inde- 
pendent agencies to bring about their re- 
form, and to enforce upon these commis- 
sions a philosophy that places the public 
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interest first and gives the consumer the 
protection these agencies were set up to 
provide.” 

“Tf the Senate permits the President to 
dismiss a high commissioner with proven 
mastery of his field in favor of a man with 
no experience or qualifications of any kind 
for the post,”’ Dodd said, “it is failing ab- 
jectly in its responsibility to protect the 
public.” 

Eisenhower named Donegan, a political 
independent, to replace Connole, an Eisen- 
hower appointee whose five-year term ex- 
pires June 22nd. The President also nomi- 
nated Sweeney to fill out the FPC term of 
the late John B. Hussey. Like Donegan, 
Dodd is an ex-FBI agent but the Senator 
said he did not think that the New York- 
er’s background “prepared him” to per- 
form the highly complex and specialized 
duties of a Federal Power commissioner.” 
Dodd quoted Donegan as saying, “I have 
never had anything to do with utilities 
outside of paying my gas bill.” 


ee Senator described Connole, a 37- 
year-old political independent from 
Connecticut, as the consumer’s best friend 
on the FPC. He noted Connole had 


MAY 26, 1960 








PUBLIC UTILITIES FORTNIGHTLY 


served as an attorney for the Connecticut 
Public Utilities Commission before his 
appointment in 1955. Connole himself 
has denied representing any special group, 
consumers included, while on the commis- 
sion. 

Chairman Oren Harris (Democrat, 
Arkansas) of the House Subcommittee on 
Legislative Oversight investigating the 
FPC said he was glad the agency’s mem- 
bership was being brought up to full 
strength. He declined comment on the 
two nominees because he did not know 
them. 

The FPC has come under some criti- 
cism recently because of behind-the-scenes 
contacts made with some members by 
Thomas G. Corcoran, Washington attor- 
ney interested in a pending gas rate case. 

White House Press Secretary James C. 
Hagerty said that Mr. Eisenhower, in 
submitting the nominations for Senate ap- 
proval, designated neither of the two ap- 
pointees as representative of the con- 
sumers or the oil or gas business. “The 
President does not think this is the way it 
should be, although it has been the practice 
in the past,”’ Hagerty said. 

He said that while it was true con- 
sumers make up the largest segment of 
the country, the President thought regula- 
tory commission members should represent 
everyone. The exception will be some 
federal commissions to which the Presi- 
dent is required by law to designate certain 
appointees as public or industry repre- 
sentatives. 


| ane reason why the Donegan- 
Sweeney appointments may not have 
clear sailing in the Senate was the reported 
reaction of the chairman of the Senate 
Interstate Commerce Committee, Senator 
Magnuson (Democrat, Washington). He 
was supposed to have been behind the 
proposal—which was given wide publicity 
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—to have the committee’s counsel, Harold 
I. Baynton, named to one of the two vacan- 
cies. If Magnuson were so minded, he 
could probably stall confirmation proceed- 
ings until the Senate gets ready to adjourn 
for the political conventions in July. He 
could probably get help in the Senate, such 
as Senator Dodd. 

Senator Joseph S. Clark (Democrat, 
Pennsylvania) recalled that as mayor of 
Philadelphia he testified against the gas 
bill. 

“T know now that what that bill would 
have done by legislation the Federal 
Power Commission has done by adminis- 
tration,” Clark said. 

Clark joined other Democrats in en- 
dorsing Dodd’s demand that the two ap- 
pointees not be confirmed until the reason 
for Connole’s dismissal be determined. 
Senator Monroney (Democrat, Okla- 
homa) was equally outspoken. 

Senator William Proxmire (Democrat, 
Wisconsin) said Connole’s replacement is 
a “very legitimate issue” for the 1960 cam- 
paign. Proxmire cited Connole’s record 
in standing on the side of consumers in 
utility rate cases. 

There is the added speculation that the 
Democrats in the Senate are already put- 
ting available jobs, requiring Senate con- 
firmation, into deepfreeze in high hopes 
that a Democrat will be elected to the 
White House next November and have 
that many more plums to hand out. If 
confirmation is delayed, the White House 
could, of course, make recess appointments 
so that the FPC could carry on its work. 


N the House side, Chairman Harris is 

also having his problems keeping his 
Legislative Oversight Subcommittee on 
the track. With all the controversy going 
on about the regulatory commissions, 
there is a tendency for the extreme “re- 
formers” to run wild with proposals to 





tear up the commissions or otherwise 
drastically reorganize these agencies. 
Eisenhower doubtless would veto any such 
extreme legislation if it were enacted. 
But Harris does not seem to want to have 
his committee involved in hasty or ill- 
advised legislation which might injure the 
regulatory commissions instead of helping 
them. As in the case of senatorial con- 
firmation of the new FPC appointments, 
a stalemate terminated by adjournment 
may be the temporary answer in the 
House. 


¥ 


Businessmen Support 
Commissions 


FP pitaiecan study of the effectiveness 
of regulatory commissions, made by 
the New York Chamber of Commerce, 
was released early this month and whole- 
heartedly supported them. It is conceded 
that there are “‘serious deficiencies” in the 
operations of federal and state regulatory 
agencies, but the report warned against 
drastic legislation which would bar 
“proper informal contacts.” It said it 
would deplore the enactment of legislation 
which would unduly judicialize the com- 
missions or preclude proper informal con- 
tacts between the regulators and the regu- 
lated. The study said such contacts can 
contribute greatly to the understanding by 
each of the problems of the other and avoid 
unnecessary delays. The chamber said it 
believed the solution was the selection of 
better officials to operate the regulatory 
agencies. 

The study blamed commissions for the 
fact that adequate capital is not being set 
aside by utilities to replace property that 
now sells at higher prices. It pointed out 
that many commissions allow companies to 
take depreciation allowances only on “so- 
called original cost.’’ The effect, the study 
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reported, “is continuous expropriation of 
the investor’s dollar.” The New York 
chamber predicted a continuing expansion 
of regulation. 

In discussing deficiencies of the agen- 
cies generally, the study held that old 
regulatory concepts about monopolies are 
obsolete. ““The assumption that low profits 
mean low prices is wrong,” it added, and 
held further that “too much regulation in- 
evitably leads to inefficiency and delay.” 
More emphasis on long-run considerations 
rather than short-term advantage to the 
consumer was urged. The chamber expects 
to circulate 10,000 copies of its study to 
members of federal regulatory agencies, 
members of Congress, and state regulatory 
bodies across the country. 


_ study was carried out jointly by 
the chamber’s committee on public 
service, headed by Leslie T. Fournier, vice 
president of the Panhandle Eastern Pipe 
Line Company, and the committee on in- 
dustry, trade, and transportation, headed 
by Lester A. Crone, president of the Buf- 
falo Brake Beam Company. Each group 
has ten members. 

The committees asserted that “a re- 
examination of regulatory concepts in the 
light of current economic, technology, and 
competitive changes would justify in some 
areas elimination of regulation, and in 
other cases modification designed to en- 
courage desired growth.” The study criti- 
cized the high turnover of agency person- 
nel, and said able men “find more reward- 
ing positions in private industry.” It added 
that “courageous men frequently found 
themselves the targets of political pres- 


sure groups.” 
> 


Aur-line Fare Increase 


RK“ increases of at least 2 per cent and 
possibly more seem likely for the na- 
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tion’s 12 major airlines. The Civil Aero- 
nautics Board announcement has declared 
that air-line fares from now on will be 
judged on the basis of rate of return on 
investment. The board will allow the 12 
domestic trunk lines, as a group, a 10.5 
per cent rate of return, but permit a some- 
what higher rate for the eight smaller air- 
lines with a somewhat lower rate for the 
“big four.” The “big four” are American, 
Eastern, Trans World, and United. The 
effect of this policy on fares could not be 
immediately determined. Under old fare 
increase proposals, however, the airlines 
wanted to raise fares 5 per cent to 10 per 
cent. Under the new concept of allowing 
airlines a net income of 10.5 per cent on 
their investment, fares should increase at 
least 2 per cent. Airlines in the past have 
argued for a 12 per cent return. 

The standards that the CAB aid it 
would employ in computing rate of return 
on investment include the following: (1) 
Investment bases will embrace equipment 
purchase deposits but exclude reserves for 
deferred income taxes and certain minor 
items. (2) Depreciation expense on all 
flight equipment will be based on the 
straight-line method. (3) Depreciation for 
piston-powered equipment will be com- 
puted over a seven-year life with a 15 per 
cent residual value, and for air frames of 
turbine-powered planes over a ten-year 
life with a 15 per cent residual value, and 
with turbine engines over a five-year life 
with a 15 per cent residual value. The 
CAB will announce its remaining stand- 
ards for computing rate of return at a 
later date. 


HE CAB announcement of a new rate 
of return will have no effect on the 
fate of financially entangled Capital Air- 
lines. The board refused to give Capital 
Airlines a temporary subsidy. If no sub- 
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sidy at all is forthcoming Capital will be 
foreclosed on the basis of the suit filed by 
Vickers-Armstrong, Ltd., for $33,842,000 
in outstanding notes. However, Capital 
could file a voluntary bankruptcy proceed- 
ing. Or it could, as its chairman of the 
executive committee asserted, file for vol- 
untary reorganization under Chapter 10 
of the Bankruptcy Act. This proceeding 
would treat the company as a going con- 
cern and attempt to keep it alive while it 
worked out a reorganization plan under 
which the note and bondholders would 
get as much as assets permitted. 


e 


Interior Claims Fish Control 
ee in relations between 
the Interior Department and the 
Federal Power Commission may have 
been started by Secretary Seaton’s recent 
strong statement opposing Idaho Power 
Company’s petition to the FPC to modify 
fish passage plans previously ordered for 
the Oxbow project in the Snake river. 

Seaton quoted § 18 of the Federal 
Power Act which gives the Department 
of the Interior authority to stop the FPC 
from licensing a dam destructive of fish 
life. He said the section does specifically 
state that FPC “shall require the construc- 
tion, maintenance, and operation by a 
licensee at its own expense of . . . such 
fishways as may be prescribed” by the 
Secretary of the Interior. 

Seaton also pointed out, in view of this 
section, that he doubted that the FPC 
would wish either to prescribe fish han- 
dling facilities or to permit the modifica- 
tion of such facilities without positive 
recommendation from the Interior Depart- 
ment. He said the law leaves little doubt 
but that his department has the authority 
to dictate what fish passage facilities 
should be incorporated in FPC orders. 
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Telephone and 
Telegraph 


Ohio Bell Proposes Cost Study 


f pms Ohio Bell Telephone Company has 
proposed that the Ohio Public Utili- 
ties Commission undertake a cost study 
of the equipment and time used by the 
General Telephone Company of Ohio 
when the two systems work together to 
complete a long-distance call. The com- 
mission has agreed to a trial study without 
any commitment that it will finally accept 
the results as proper cost evidence. 

As previously reported in this column 
(April 28th issue of the ForTNIGHTLY) a 
variance of opinion has arisen between the 
Bell system and the United States Inde- 
pendent Telephone Association over which 
of two separations manuals should be 
used in determining toll compensation 
among such: companies. Last October 
USITA released its own manual for the 
association. The USITA manual was ap- 
proved by various committees and was 
reviewed by representatives of the Bell 
system. The “Bell-Independent Individual 
Cost Study Manual for Class A and B 
Telephone Companies” has been distrib- 
uted through associated Bell companies 
and is available to independents that 
might want to use this manual. 

Ohio Bell’s request to the state com- 
mission is an effort to resolve the conflicts 
between Bell and General Telephone Com- 

























pany, and to some extent with other inde- 
pendent companies, including the USITA. 
Ohio Bell has suggested that the proposed 
study might be made jointly. This pro- 
posal came during the second day of a 
commission hearing on a long-distance call 
revenue dispute between the parties. Ohio 
Bell and General Telephone are the two 
largest companies in the state of Ohio. 
The hearing has been recessed until May 
24th when the cross-examination of Gen- 
eral’s witnesses was scheduled to start. 


How as the result of a ruling by 
the commission on Ohio Bell’s re- 
quest for a cost study, there may be further 
delays in the presentation of the rate case, 
pending the completion of the Bell com- 
pany’s analysis in which the General Com- 
pany did not agree to participate actively. 
The General companies in Florida and 
Kentucky have made similar requests, to 
the respective state commissions for those 
states for a regulatory decision on the 
proper form of cost separation. Hereto- 
fore, such matters have usually been set- 
tled by negotiation between the Bell and 
independent companies concerned. It is 
understood that West Coast Telephone 
Company of Washington state has a simi- 
lar request for regulatory determination 
pending before the state commission. 
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AT&T President Outlines 
Business Goals 


we last month Frederick R. Kappel, 
president of American Telephone and 
Telegraph Company, spoke at Columbia 
University as part of the McKinsey 
Foundation lectures on “Vitality in a 
Business Enterprise.” 

Mr. Kappel’s address concerned “Goals 
That Build the Future” and he stated that 
the goal of providing good, cheap, fast, 
world-wide service had produced action in 
several fields in the AT&T operation. 
New technical knowledge was required 
and the Bell system went into the field of 
basic research in order to make its dreams 
become realities. It was also necessary to 
have a single interconnected service ; how- 
ever, duplicate competing systems could 
not merge due to legal restrictions. It was, 
therefore, necessary to convince the gen- 
eral public that the law should be changed 
and this was accomplished. The last broad 
result of Bell’s goals was a policy of top- 
flight service and candid disclosures about 
the company business. This, Mr. Kappel 
stated, was a “radical departure’ from the 
usual business practices of the times. 
These latter two commitments have pro- 
duced a responsibility to the public that 
has invigorated the Bell system for half a 
century. 


ie is believed by Mr. Kappel that busi- 
ness managers must constantly be ask- 
ing if goals are adequate, and he listed 
some 15 criteria to help in making such 
judgments. One of the most interesting 
in this list was whether your specific busi- 
ness is helping to influence favorably the 
climate in which all business operates. Re- 
garding this he stated: 


I believe the facts of American busi- 
ness achievement justify a much better 
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climate of public opinion than we have 
had. I cannot help thinking, however, 
that we businessmen have not been very 
effective in our efforts to improve it. 
Are we really trying to bring about an 
atmosphere in which all business can 
operate better? Or do we tend to think 
mainly of our own interests? 


In conclusion he noted that as head of 
AT&T he is responsible for today’s re- 
sults, but in order to assure continued suc- 
cess the greater challenge of building vi- 
tality for the days ahead must be met. 


* 


Telephone Tax Advocated in 
New Jersey 


P eisecoanen Meyner of New Jersey has 
proposed a 10 per cent state tax on 
local telephone service should Congress 
fail to renew its federal taxing authority. 
The state of New York has already en- 
acted such a tax (ForTNIGHTLY, May 
12th, page 686). In a special message to 
the New Jersey legislature the governor 
suggested the telephone tax as an alterna- 
tive to his recommendation for an in- 
crease in the state cigarette tax from five 
to six cents a pack. The aim is to produce 
some $8.5 million annually for the financ- 
ing of state institutional construction. 
The telephone levy would be expected to 
yield between $15 and $20 million a year 
for various state activities. 


New Jersey Bell Telephone Company 
has been active in the fight against the ex- 
cise tax even before Governor Meyner 
sent his proposal to the state legislature. 
The Bell company has contacted all the 
members of the state legislature to record 
its opposition to the levy. The primary 
point of Bell’s opposition is the belief that 
continuation of the tax at a state level 
would harm the business climate by plac- 





ing New Jersey at a competitive disad- 
vantage with states which do not impose 
such a levy. Another strong selling point 
would be the immediate lowering by 10 
per cent of all customer bills for local 
service. Congress has, at this writing, still 
not taken any action on renewing the 
excise tax. The belief continues, however, 
that the federal tax will not be permitted 
to expire. 


> 
Justice Department Backs 


Wire-tap Bill 


,. = (S 3340) introduced by Senator 
Keating (Republican, New York), 
which would permit state wire tapping 
under court orders, has been endorsed by 
the Department of Justice. Senator Keat- 
ing’s proposal states that once it has been 
established by state courts that the inter- 
ception of wire or radio communications 
could bring about disclosures of crime, 
then no law of the United States shall be 
construed to prohibit such interception and 
the use of such evidence in court. 

Keating views the Justice Department’s 
endorsement as “very heartening,” and he 
has stated that “there is no reason what- 
ever for giving criminal evidence trans- 
mitted by telephone blanket immunity, as 
is the case under present law.” 


> 


Solar-powered Call Box for 
Stranded Motorists 


HE Hoffman Electronics Corporation 
has developed a wireless solar-pow- 
ered call box that promises to add much 
to highway safety and convenience. The 
unit consists of a miniature transmitter 


powered by nickel-cadmium batteries re-: 


charged from solar energy. Company of- 
ficials recommend that units should be 
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mounted every quarter-mile on existing 
light poles. The transmitter would broad- 
cast an FM radio signal, giving the loca- 
tion and type of service needed when a 
motorist pushes one of four buttons labeled 
“police,” “fire,” “ambulance,” or “service 
truck.” 
Anyone who has been stalled on a lorjely 
stretch of superhighway can easily see the 
advantages of such a system. Also, all too 
often auto accidents occur and lifesaving 
minutes go by before a passing motorist 
or cruising police cars come on the scene. 
Company officials estimate that the cost 
of the transmitting unit would be about 
$300 each and the receiver would range 
from $4,000 to $10,000, depending on the 
complexity of the service desired. 


> 


Low-cost Pay TV Announced 


pes approach to pay TV, making use 
of the thousands of master TV and 
community systems operating in the 
United States and Canada, has been de- 
veloped by Blonder-Tongue Laboratories, 
Inc., of Newark, New Jersey. According 
to company spokesmen the new system 
can be put into operation immediately and 
economically wherever master TV and 
community TV systems are in existence. 
It is believed that the new system repre- 
sents the simplest and most economical ap- 
proach yet devised for pay TV and for 
bringing educational, scientific, medical, 
and civilian defense programs to pre- 
selected audiences. Blonder-Tongue Lab- 
oratories state that it is the first system 
to utilize existing master TV and com- 
munity installations throughout the con- 
tinent. Existing channels are employed on 
conventional TV receivers and all existing 
equipment from transmitter to receiver is 
utilized. No form of signal scrambling is 
involved, thereby simpliying the setup. 
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A 7.9 Per Cent Average Annual 
Gain in Gas Revenues in 1960’s 


Forecast by AGA 
W ISTER H. Licon, president of the 


American Gas Association, recent- 
ly gave a talk before the New York So- 
ciety of Security Analysts in which he 
made a number of interesting forecasts 
regarding the future of the industry. The 
figures shown in the table on page 759 
were contained in the charts presented to 
the analysts, and we have added the indi- 
cated annual rate of gain for the postwar 
period and the coming decade, on a com- 
pounded basis. 

It is interesting to note that the esti- 
mated 5.9 per cent annual rate of gain 
in therms during the 1960’s is about the 
same as the median forecast for kilowatt- 
hour sales made by Ebasco Services in 
its December, 1959, ‘“‘Business and Eco- 
nomic Charts,” as follows: 


Compounded 
Kwh. (Bill.) Annual Rate 
1960 1970 Of Gain 
Minimum Population 
POPECaSt .....-.5- 750 1,280 5.5% 
Maximum Population 
Popecast .......0.- 760 1,380 6.2 
Median Rate of 
PEED Sakae 755 1,330 5.8 


Mr. Ligon stated that he was confident 
that the net income of the gas industry 
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Financial News 
and Comment 


By OWEN ELY 


would keep pace with physical and cus- 
tomer growth, but that no specific projec- 
tions of net earnings had been developed. 
He reminded the analysts that “despite 
its presumably protected position as a reg- 
ulated public utility, the gas industry is far 
from immune to competition. We are al- 
ready encountering stiffer competition 
than we have ever faced in our 144-year 
history—and there’s every indication that 
the competition we’ve felt in recent years 
was just a rehearsal for the nineteen 
sixties.” 


(oe competition is, of course, mainly 
in the use of appliances, and thus 
far the gas industry has given a good ac- 
count of itself. Sales of water heaters 
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now reflect a 4-to-1 ratio to similar elec- 
tric appliances compared with a 2-to-l 
ratio in 1949. While electric clothes dry- 
ers in 1949 outsold gas models 4-to-1 
they now have only a 2-to-1 lead. Electric 
cooking has made some progress, but 
the rate of gain indicates that the electric 
utilities will not “capture” this market 
for many years, if at all. 

The gas industry, in order to maintain 
or improve its position in this competi- 
tive appliance race, has launched an ac- 
celerated research program to develop 
and perfect gas appliances. Last year, the 
Battelle Memorial Institute was commis- 
sioned to examine the industry’s research 
needs and activities and develop recom- 
mendations for long-range programs. In 
line with Battelle’s recommendations, 
AGA increased its research budget by 
40 per cent; it is spending $2.5 million 
this year for association-conducted re- 
search and development projects, com- 
pared with $1.8 million in 1959. The goal 
is to triple the industry’s research activi- 
ties within the next five years. 


. ore the latest gas innovations in 

domestic appliances Mr. Ligon men- 
tioned a fold-away gas oven, complement- 
ing the fold-away top burners already 
on the market; a new high-performance 
burner for gas ranges, considerably small- 


"2 





Customers 
Year (Mill.) 
PN ci ak a cola git Rasa te 20 
BEM poeta hare tasn evwrncicsare ioral 24 
LE RGR oer aa 28 
RE ER, Re eS ie gave ese aecekih SEIS 33 
| En DYER age oe 38 
PME oe ricig acts eiees enon oats 44 
Est. Aver. 
Annual Incr.: 
MEN ak aco ess hoe 3.4% 
RICE EA Ay ce sive werco nsencake 2.9 
E-Estimated. 
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er than those in use and permitting great- 
er heat flexibility ; and a thermister “sens- 
ing unit” only half the size of a dime, 
which automatically controls the flow of 
gas to maintain the right temperature for 
any type of cooking. A new transistorized 
and battery-operated spark igniter for 
gas appliances is also being developed for 
use in an all-gas home: The battery can 
be recharged thermoelectrically from gas 
heat. 


— is also under way on a com- 
bination gas oven and water heater, 
the latter fitting into a small area under the 
oven. The “Gas Multimatic Wall” goes 
still further, incorporating in one unit 
all essential gas appliances—range, water 
heater, refrigerator, washer-dryer, fur- 
nace, and (if desired) the air conditioner; 
this was demonstrated in New York 
some time ago and is being discussed with 
manufacturers. A small all-gas, warm- 
air furnace using thermoelectricity to 
power its own forced-air fan is being de- 
veloped. Thermoelectricity may also be 
applied to other gas appliances, such as 
circulating fans or temperature controls, 
so that their use would be completely in- 
dependent of outside electric power which 
is vulnerable to storm conditions. 

The Whirlpool Corporation, which sev- 
eral years ago bought the Servel refrig- 


Miles of Sales in Gross 
Main Therms Revenues Plant 
(Thous.) (Bill.) (Bill.) (Bill.) 
310 26 $ 1.2 $5 
390 43 2.0 8 
500 67 35 14 
620 93 5.6 22 
760 125 8.2 35 
910 165 11.9 49 
4.7% 8.9% 10.8% 10.4% 
4.0 5.9 7.9 8.3 
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erator rights, has a completely new gas re- 
frigerator in production; it is continuing 
its research in the use of fans and blowers, 
which should provide better heat trans- 
fer and reduce the size of operating com- 
ponents, as well as giving better per- 
formance during very hot summer weath- 
er. The Norge division of Borg-Warner 
is now producing gas refrigerators and 
clothes dryers, as well as ranges and wa- 
ter heaters. 


means progress is being made in gas 
air conditioning. Continental Motors 
has developed a new gas-fueled engine 
for use in air conditioning, said to have 
great reliability and low operating cost. 


& 


Robertshaw-Fulton is expected to begin 
marketing next year the free-piston en- 
gine compressor developed by the AGA 
for incorporation in air-conditioning sys- 
tems. Bryant Manufacturing has devel- 
oped an outdoors self-contained refrig- 
eration system, requiring no water sup- 
ply or cooling tower, which will supply 
chilled water to an inside cooling coil for 
residential air conditioning. 

Arkla Air-conditioning Corporation, 
which took over Servel’s plant and prod- 
uct and has been manufacturing gas air 
conditioners for several years, will soon 
go into production with a new direct-fired 
chiller-heater unit incorporating the bene- 
fits of a $1 million research program. 


APRIL UTILITY FINANCING 
PUBLIC OFFERINGS OF ELECTRIC AND GAS UTILITY SECURITIES 


Aver. Yield 
For Success 
Description Price Under- Offer- Securities O 
Amount 0 writing ing Of Similar Moody Offer- 
Date (Miil.) Public Spread Yield Quality Rating ings 
Bonds and Debentures 
4/6 $25 Carolina Power & Light Ist 4%s 1990 100.39 70C 4.85% 4.50% Aa d 
4/7 30 Commonwealth Edison Ist 48s 1990* 100.00 94C 4.63 4.48 Aaa d 
4/8 20 Alabama Power Ist 5s 1990 ....... 100.31 76C 4.98 4.77 A d 
4/12 18 National Fuel Gas S.F.Deb. 54s 1985 101.06 79C 5.05 4.55 Aa d 
4/14 15 TIowa-Illinois G.&E. 1st 5s 1990 .... 101.00 79C 4.94 4.55 Aa d 
4/21 20 Puget Sound P.&L. Ist 58 1990 .... 101.12 B2C- 520 4.80 A d 
4/21 35 Transcontinental Gas Pipe Line Ist 
€3 GYRE SU ee eee 99.00 1.00N 5.33 4.97 Baa a 
4/27. 15 Metropolitan Edison Ist 5s 1990... 100.78 65C 4.95 4.56 Aa c 
4/29 30 Cincinnati G.&E. Ist 5s 1990 ...... 101.96 88C 4.88 4.53 Aaa b 
Preferred Stock 
4/14 4 Orange & Rockland Utils. 5% Conv. 
RE cars BL eicaiity bas etnies ek 100.00 2.50N 5.00 — — 
Earn.- 
Price 
Common Stocks—Offered to Stockholders Ratio 
4/27 18 Wisconsin Electric Power ......... 32.25 ** 5.58 ~- 8.93% — 
Common Stocks—Offered to Public 
4/13 11 West Penn Electric .............. 36.75 1.23C 4.63 — 6.41 a 
4/13 1 California-Pacific Utils. ........... 19.00 1.05 4.73 — 6.85 a 
4/21 16 Transcontinental Gas Pipe Line ... 20.25 LI5N 4.94 —_ 6.17 a 
4/21 17 Middle South Utilities ............ 26.13 94C 3.83 _ 5.35 a 





C—Competitive. N— Negotiated. a—The issue was reported well received. b—The issue was reported 


fairly well received. c—It is reported the issue sold somewhat slowly. 


slowly. *Nonrefundable to 1965. **Not underwritten. 


Source, Irving Trust Company 
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d—It is reported the issue sold 


a 





Arkla described the new system as only 
the beginning of a complete line of gas- 
fired all-year air conditioners which will 
offer the residential, commercial, and in- 
dustrial markets both variety of equip- 
ment and versatility of application. 

There have also been interesting de- 
velopments in the commercial and indus- 
trial fields which should greatly expand 
the use of gas in those areas. For ex- 
ample, the steel industry is expected to 
use gas in blast furnace operations, with 
a considerable increase in efficiency. 


ib dragaes to the internal problems of 
the industry, Mr. Ligon stated: 


Virtually all gas industry executives 
now realize the need to provide gas 
producers with sales revenues high 
enough to encourage as well as permit 
accelerated gas exploration. We know 
that future demand for gas will rise 
rapidly, and ways of insuring adequate 
exploration and location of new gas 
supplies must be found. We are equally 
aware, however, of the need to keep 
well-head prices at levels which will en- 
able distribution companies to continue 
competing with other energy industries. 

Somewhere between these somewhat 
conflicting viewpoints—providing more 
money to the producers and maintain- 
ing our competitive position in the 
market place—a fine line, fair to all, 
must be drawn. Informal discussions 
have been going on for some time be- 
tween representatives of gas producers, 
pipeliners, and distributors—men act- 
ing as individuals rather than as of- 
ficial delegates from trade associations 
—to develop better understanding of 
each other’s problems and _ require- 
ments. We are most hopeful that these 
cordial and valuable discussions will 
culminate in recommendations and pro- 
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cedures that will permit all branches 
of the gas industry to coexist harmoni- 
ously and, of course, profitably. 


> 


Atomic Power Program 


Rejuvenated, Bigger Plants 
Planned 


| wee February the AEC announced a 

ten-year civilian reactor development 
program which aimed at producing com- 
petitive atomic power by 1968—at least 
in high-cost fuel areas. The program 
would include both pressurized water and 
boiling-water reactors. It was estimated 
that the cost of competitive power which 
nuclear reactors would have to meet was 
seven mills per kilowatt-hour—the cost of 
power from a conventional 300,000-kilo- 
watt power station using fuel costing 35 
cents per million Btu, at an 80 per cent 
load factor. The plan is said to have met 
with a very favorable reception by the 
Joint Congressional Committee, which in 
the past had frequently disagreed with 
the AEC. Democratic members of the 
committee also wanted to use the big Han- 
ford reactor (designed to make plutoni- 
um) to produce some 636,000 kilowatts 
of power, but the AEC is holding back 
on this proposal. 

The AEC plan produced good results, 
aided no doubt by the keen competition 
between GE and Westinghouse. Pacific 
Gas and Electric, which already is build- 
ing one GE boiling-water reactor plant 
of about 50,000-kilowatt capacity, has 
been reported considering construction of 
a new 300,000-kilowatt plant, but pos- 
sibly the company is awaiting the results 
of initial operations at the Dresden, IIli- 
nois, plant, the largest boiling-water unit 
thus far constructed. 


Horr Southern California Edison 
has decided to use Westinghouse 
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Electric’s pressurized water reactor, and 
construction may get under way by next 
year, with completion in 1965. The com- 
pany has announced that it expects the 
plant to be “economically competitive 
over its lifetime’ with conventional 
plants. (So far as current estimates are 
available, such life may be estimated at 
around thirty years.) The initial cost of 
production under optimum conditions 
would approximate 7.3 mills per kilowatt- 
hour, it is estimated. Edison’s conven- 
tional plants are producing at a cost of 
about seven mills, according to Business 
Week. 

AEC Chairman John A. McCone has 
held that the capital cost of about $200 per 
kilowatt offered by both GE and Westing- 
house would insure “satisfactory result- 
ing power costs.” The AEC will, as usual, 
make some contribution for R&D and 
fuel—apparently about $7.5 million in 
each case. Mr. McCone hailed the South- 
ern California Edison project as a break- 
through which should lead to similar de- 
cisions by other utilities in areas of the 
U. S. “where conventional fuel costs are 
creeping up due to scarcity and inflation.” 


HE 180,000-kilowatt Dresden station, 

50 miles southwest of Chicago, which 
has been constructed by GE for a group 
of utilities headed by Commonwealth 
Edison, went critical October 15, 1959, 
and is currently undergoing commercial 
tests. A recent report from GE stated 
that the reactor had already produced 
nearly 25 million kilowatt-hours, maxi- 
mum power being 90,000 kilowatts. To 
date the system has proved very stable, 
and power distribution has exceeded the 
best calculated estimates. All indications 
during the low-power phase of testing, 
support the conclusion that the plant will 
operate properly and safely at higher pow- 
er, officials of Commonwealth and GE 
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announced, recently. During the earlier 
stages of the Dresden project it was re- 
ported that the cost of power at high-load 
factor would be competitive, but the pres- 
ent status of estimated power cost has 
not been clarified. 

Earlier this year Consumers Power 
Company of Michigan announced plans 
to build a boiling-water reactor of 50- 
75,000-kilowatt capacity in the northern 
part of its service area near Charlevoix, 
where additional capacity would be need- 
ed by 1965. It was reported that “we have 
good reason to expect that after the com- 
pletion of the research and development 
work, the plant, over its operating life, 
will be capable of producing energy on a 
cost basis in the general range of conven- 
tional facilities but on the high side.” 


—— cost of the plant is about 
$30 million, including over $5 mil- 
lion for research, fuel, and incidental 
costs. The cost of a conventional plant of 
75,000 kilowatts is estimated at about 
$14.6 million. One of the goals of the 
project is to increase the 50,000-kilowatt 
initial capacity to 75,000 kilowatts by the 
development of high-power density—the 
kilowatt output per cubic foot of core 
dimension—which would reduce both 
construction and operating costs. 

AEC Chairman McCone announced 
May 5th that the commission had received 
two proposals from publicly owned utility 
organizations for the operation of a pro- 
totype 50,000-kilowatt boiling-water nu- 
clear plant of advanced design, and four 
proposals from reactor manufacturers to 
furnish the reactor. The proposals were 
submitted in response to invitations issued 
last December under the commission’s 
Power Demonstration Reactor Program. 
They were received from the city of Los 
Angeles Department of Water and Pow- 
er, jointly with the city of Pasadena, and 
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from the Western Farmers Electric Co- 
operative of Anadarko, Oklahoma. 


> 


Mystery of the Moss 
Committee Chart Solved? 


W: have received the following letter 
from Vice President C. S. Reed of 
Duke Power Company, which will inter- 
est our readers: 


I think you will find that the queer 
chart of the Moss Committee shown 
on page 479 of your issue of March 
31st was brought about by a transfer 
from semilogarithmic paper to plain 
paper. If you will start with a U.S.S.R. 





production of 51 million kilowatts in 
1958 and increase that on an annual 
basis of about 114 per cent, you will 
find that it will equal about 112 mil- 
lion in 1965, which corresponds to the 
chart, and 330 million in 1975, also on 
the chart. It is just one more example 
of the foolish assumption that growth 
occurs in per cents rather than in 
kilowatts. Russia having very low pro- 
duction naturally has high per cents. 


The solution is interesting, but how do 
we arrive at the annual growth factor of 
114 per cent? Apparently this was the 
annual compounded rate of growth dur- 
ing 1950-58; in earlier periods the rate 
was smaller. 
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FINANCIAL DATA ON GAS UTILITY STOCKS 

Approx. 

Annual 5/3/60 =Diz Recent Per Cent Increase Price- Div. Common 

Rev Price dend Approx. Share In Share Earn. Earns. Pay- Stock 

(Mill) About Rate Yield Earnings Recent 5-yr.Aver. Ratio out Equity 

Pipeline and Integrated Systems 

$ 6 O Ala. Tenn. Nat. Gas .... 26 $1.20(k) 4.6% $1.52De 11% 8% 17.1 79% 43% 
227 S American Nat. Gas...... 62 2.60(L) 4.2 4.57Ma 14 7 13.6 57 40 
111 A Arkansas Louisiana Gas. 37 1.00 2.7 1.68De 38 50 22.0 60 40 
62 O Colo. Interstate Gas .... 45 1.25(R)2.8 2.40De 5 11 18.8 52 26 
465 S Columbia Gas System .. 19 1.00 i 1.46Ma 6 6 13.0 69 45 
21 O Commonwealth N.G.... 21 1.00 4.8 1.64De 1 6 12.8 61 52 
[2S Gonsol, Gas UL ......: 27 .90(b) 3.3 1.51Ja 8 15 17.9 60 59 
Be4 “S: Gonsol. Nat. Gas ... <5... 45 2.20 4.9 3.09De D2 3 14.6 71 58 
452 S El Paso Nat. Gas ...... 32 1.30 4.1 1.66De 3 11 19.3 78 17 
55 S Equitable Gas .......... 36 1.85 5.1 241Ma D6 FI 14.9 77 46 
36 O Houston N.G. ......... 33 .80 2.4 1.520c 3 9 21.7 53 20 
24 O Kansas Nebr. Nat.Gas.. 46 2.08 4.5 3.51De 20 6 13.1 59 36 
25 5S Lene Stat Gas .......<; 37 1.80 4.9 2.47Ma 4 6 15.0 73 43 
88 S Miss. River Fuel ........ 31 1.60 eA 2.19De 12 5 14.2 73 52 
31 S Montana Dakota Util. .. 29 1.20 4.1 1.92Ma 9 5 15.1 63 30 
29 O Mountain Fuel Supply .. 25 1.20 4.8 1.77De 13 4 14.1 68 53 
04 S Natl. Fuel Gas .. .. 23 1,15 5.0 167Ma D8 6 13.8 69 52 
159 S Northern Nat. Gas...... 28 1.40 5.0 1.92De 19 7 14.6 73 32 
43 S Oklahoma Nat. Gas .... 26 1.24 4.8 2.02F 5 5 12.9 61 34 
137 S Panhandle East. P. LL... 46 1.80 3.9 3.30De 18 9 14.3 55 38 
16 O Pennsylvania Gas ...... 25 1.20 48 2.61De 23 4 9.6 46 59 
226 S_ Peoples G. L. & Coke .. 63 2.30 3.7 4.04De 33 8 15.6 57 43 
33 O Pioneer Natural Gas .. 23 88 3.8 1.40De a 9 16.4 63 41 
122 S Southern Nat. Gas...... 34 2.00 5.9 1.59Det+ D18 — 214 1% 36 
46 O Southern Union Gas.... 22 132 <¥, | 1.50De 7 3 14.7 75 29 
463 S Tenn. Gas Trans. ...... 36 1.65 4.6 1.93De 4 17 18.7 86 26 
296 O Texas East. Trans. .... 28 1.40 5.0 2.28Ma 11 4 12.3 61 21 
1146 S ‘Texas Gas Trans........ 32 1.40 44 2.33De 13 9 13.7 60 24 
147 O Transcont.GasP.L..... 20 1.20(b) 6.0 1.25Ma 3 6 16.0 96 20 
354 S United Gas Corp. ...... 30 1.50 5.0 2.20Ma D8 2 13.6 68 41 

AWETEES .5.605555% 4.5% 10% 8% 15.8 68% 
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Approx. 
Annual 5 an oe ‘ fog ~*~ - ay neg fea | Common 
; en Ox. re ” e 7H. rns, - 
Bren ) (Continued) About Rate teld Bavaings- Recent ia. yo Ratio ont Equity 
Retail Distributors 
34. S Alabama. Gas: .....5..5. 28 $1.60 5.7% $1.85De D15% 1% 15.1 88% 35% 
57 O Atlanta Gas Light ...... 35 1.80 5.1 2.62F D10 6 13.4 69 39 
3 O Berkshire Gas .......... 17 1.00 5.9 1.22F D14 6 13.9 82 41 
7 A Bridgeport Gas ........ 30 1.68 5.6 2.16De D2 5 13.9 78 48 
6 O Brockton-Taunton Gas.. 19 1.00 a 1.30Det 10 18 14.6 77 46 
89 S Brooklyn Union Gas.... 27 120 44 1.76Ma D2 6 is 6& 4 
45 O Central Elec. & Gas .... 24 1.20 5.0 1.83De 30 9 ao 66 18 
14 O Cent. Indiana Gas ...... 14 80 57 86De D4 —- 163 93 58 
6 O Chattanooga Gas ....... 4 o- a 26N D40 — 154 — 44 
16 O Elizabethtown Gas ..... 33 160 48 2.92Ja D3 ll 183 55 79 
Ti OQ) GaeiServIee usec cee ses 34 172 Sel 2.16Ma D23 8 15.7 80 835 
9 © Parttord’ Ges ......600% 43 2.00 4.7 2.90Ma 8 os 1449 69 51 
3 O Haverhill Gas ....cccce- 28 1.60 57 1.97F D7 12 14.2 81 53 
21 O Indiana Gas & Water .. 21 1.00(b) 4.8 1.50Ja D5 5 140 3867 46 
SS S Bacto Gasi.c.csccsses 22 1.05 48 1.25De 3 8 176 8&4 38 
7 O Mich. Gas Utils. ....... 26 120 46 1.62De 35 5 160 74 37 
53 O Minneapolis Gas ........ 30 1.55 52 2.16De 28 _ 13.9 72 43 
18 O Miss. Valley Gas ...... 22 1.20 5.5 1.77De D17 — 12.4 68 37 
6 O Mobile Gas Service .... 24 110 46 141De D8 4 17.0 78 = 38 
8 O New Haven Gas....... 38 2.00 5.3 3.24De 5 5 11.7 62 +68 
16 O New Jersey Nat. Gas... 22 20 0 =«—4.1 138Ma NC 2 9S 6 xs 
105 O No. Illinois Gas ........ 33 1.20 3.6 1.94Ma 20 14 170 #62 50 
10 O North Penn Gas ....... 11 .60 5.5 91Je 13 10 12.1 66 60 
20 O Northwest Nat. Gas .... 20 84 42 *150Ma 34 li *133 56 36 
307 S Pacific Lighting ........ 47 2.40 St 3.03Ma 2 2 15.5 79 = 
12 O Piedmont Nat. Gas...... 14 50 3.6 76De Di17 os 18.4 66 27 
2 © -Portland Gas Lt ....... 17 .75(m)4.4 1.93De D12 13 8&8 3a «27 
11 A Providence Gas ........ 10 56 5.6 65De 8 5 154 86 48 
4 A Rio Grande Valley Gas. 4 16 40 32De D6 Z 12.5 50 46 
5 © (So; Adantic (sas 2.02.25. 14 80 57 87De D28 — 16.1 92 30 
16 S. So. Jersey Gas ........ 24 100 42 1.35Ma 8 13 77 7 ©6851 
36 S United Gas Improvement 48 2.40 5.0 3.39Ma 1 10 14.2 71 49 
63 S Wash. Gas Light ...... 46 2.24 49 3.90Ma D8 a 11.8 57 40 
18 O Wash. Nat: Gas ........ 21 (gz) — 1.39De 111 20 15.1 _— 38 
12 O Western Ky. Gas ...... 17 70 364.1 1.59De 18 3 10.7 42 41 
Averages .......00. 4.9% 4% 6% 146 70% 
FINANCIAL DATA ON TELEPHONE, WATER, AND TRANSIT STOCKS 
Abpros. 
Annual 5/3/60 Divi- Recent Per Cent Increase Price- Div. Common 
Rev. Price dend Approx. Share In Share Earn. Earns. Pay- Stock 
(Mill.) About Rate Yield Earnings Recent 5-yr. Aver. Ratio out Equity 
Communications 
$6,771 S American T.& T.(Cons.) 88 $3.30 3.8% *$5.27F 11% 4% *16.7 63% 64% 
377 A Bell Tel. of Canada .... 46 2.20 48 2.39De 12 — 19.2 92 62 
51 O Cin. & Sub. Bell Tel. .. 90 4.50 5.0 5.57De 8 Z 16.0 81 77 
288 A Mountain Sts. T. & T... 174 6.60 3.8 10.14F 19 7 17.2 65 59 
380 A New Eng. T.&T....... 35 1.72 49 2.24Ma 9 7 15.6 77 59 
One SS Paehe Rie Le 0. césseee 27 114 . 43 1.51F 27 1 17.9 75 61 
128 O So. New Eng. Tel. ..... 44 220 5.0 2.51De D3 S “MS. -Se' 6 
Averages ......000 4.5% 12% 4% 17.1 77% 
Independents 
7 O Anglo-Canadian Tel..... 43 $1.20 28% $3.45De 17% 21% 125 35% 44% 
45 O British Col. Tel. ....... 45 220 49 3.04De 77 a 14.8 72 28 
4 O Calif. Inter. Tel. ....... 13 70 5.4 .92Se 10 NC 14.1 76 24 
25 O Calif. Water & Tel. .... 27 128 47 1.96De 9 5 138° 36 
20 O Central Tel. ........... 21 .88(b) 4.2 1.72Se 14 5 12.2 51 33 
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Annual : 5/3/60 Divi- Recent Per Cent Increase Price- Div. e.. 
ev. (Continued) Price dend Approx. Share In Share Earn. Earns. Pay- Stock 
(Mill.) About Rate Yield Earnings Recent 5-yr. Aver. Ratio out Equity 
5 O Commonwealth Tel. .... 20 .90 4.5 1.47De 9 8 13.6 61 35 
Ba) Pibtata, TOL. S csasackcswe 29 1.00 3.8 1.32De 32 4 22.0 76 40 
1,080 S General Tel. & Elec. .... 28 76 2.7 1.14Ma 7 10 24.6 67 43 
22 O Hawaiian Telephone .... 21 1.00 4.7 *1.26Ma D5 4 16.9 79 45 
8 O Inter-Mountain Tel. .... 16 80 5.0 77De_ D15 — 20.8 104 55 
26 S Rochester Tel. ........ 24 1.00 4.2 1.54De 3 5 15.6 65 36 
12 O Southwestern St. Tel. .. 24 1.20 5.0 1.44De D8 3 16.7 83 42 
13 O Telephone Serv. of Ohio 170 2.80(q) 1.6 8.78De 22 8 19.3 32 az 
42 O United Utilities ......... 41 1.45 he 1.95De 19 14 21.0 74 39 
19 © West Goast Tel. .......5. 2 1.20 4.8 1.72De 42 5 14.5 70 37 
276 S Western Union Tel. .... 43 1.40 3.3 2.59De 31 15 16.0 54 87 
PWETORES o5o5ssces 4.1% 17% 7% 168 67% 
Water Companies 
Holding Companies 
48 S American Water Works. 20 $ .80 40% $1.46De 44% 7% = 13.7 55% 19% 
Operating Companies 
5 O Bridgeport Hydraulic... 37 $1.70(f) 4.6% $1.86De 6% 5% 19.9 91% 53% 
17 O Calif. Water Service .... 23 1.20(j) 5.2 1.69Ja 6 6 13.6 71 37 
5 O Elizabethtown Water ... 55 2.40 4.4 4.41De 17 — 12.5 55 60 
12 S_ Hackensack Water ..... 49 2.40 4.9 4.36De 32 6 11.2 55 35 
10 O Indianapolis Water ..... 26 1.20(S)4.6 1.68De 38 5 155 71 34 
6 © Jaamics Water .......... 41 2.20 5.4 3.26De D2 17. 126 67 = 28 
5 O New Haven Water .... 66 3.40 52 2.91De D12 — 227 117 55 
2 O Ohio Water Service .... 28 1.50(b) 5.4 1.74De 14 — 16.1 86 33 
9 O Phila. & Sub. Water .... 50 1.60(e) 3.2 2.75Je D7 _ 18.2 58 27 
3 O Plainfield Un. Water .... 19 1.10 5.8 2.31De 44 12 82 43 66 
5 O San Jose Water ......0. 34 1.30(f£) 3.8 2.22Ma 9 10 15.3 59 41 
11 O Scranton-Springbrook .. 23 1.20 52 1.78Ma 6 6 129 67 29 
7 O South. Calif. Water .... 19 1.00 5.3 1.34De 11 8 14.2 75 36 
4 O W. Va. Water Service .. 21 80(d) 3.8 1.75De 34 5 120 46 19 
WETITES ick s sess 48% 13% 6% 146 69% 
Transit Companies 
21 O Baltimore Transit ...... 8 $1.00 125% $1.02De 72% 11% 78 99% 45% 
12 O Cincinnati Transit ...... 8 30 3.8 .21De 193 _ 8&8 33 56 
66 S Fifth Ave. Lines ........ 16 50 me | .23De _— -_ _-_ — 65 
322 S Greyhound Corp......... 22 1.00(p) 4.5 181De D5 7 12.2 55 62 
26 S Nat. Gty Lines ......0. 28 2.00 7.1 2.22De 33 a 12.6 90 92 
13 O Niagara Frontier Trans. 10 60 60 10Det+ D87 — —- — 67 
20 A Pittsburgh Rys. ........ 12 25 2.0 _ —_ — _-_ — 90 
6 O Rochester Transit ...... 6 40 6.7 1.08De 26 “ 5.6 37. -—-: 100 
21 © St toms PF. S. . 22200 11 1.00 9.1 .77De 13 — 13.0 130 93 
3S Teenie eT, ...sses 7 — _ 59De 146 1.9 — 65 
20 O United Transit ......... 7 70 = 10.0 .89De 18 2 7.9 79 54 
Averages .......... 6.5% 52% 2% 10.0 75% 





A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Ex- 
change. Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; Jy—July; Au—Au- 
gust; Se—September; Oc—October; N—November; De—December. NC—Not comparable. NA—Not 
available. D—Decrease. *On average shares. **Includes tax savings from accelerated depreciation. (a)— 
Adjusted to eliminate 13 cents per share of nonrecurring tax savings. (b)—Also 20 per cent stock dividend 
January 15, 1960. (d)—Also 1 per cent stock dividend quarterly. (e)—Also 3 per cent stock dividend Janu- 
ary 7, 1960. (g)—Five per cent stock dividend April 10, 1959. (j)—Also 5 per cent stock dividend March 
19, 1959, (k)—Also 20 per cent stock dividend March 9, 1959. (L)—Also 10 per cent stock dividend June 
10, 1959. (m)—Also 10 per cent stock dividend January 15, 1960. (n)—Excludes profit realized on sale of 
Los Angeles Transit $3.81 per share. (p)—Also 5 per cent stock dividend June 30, 1959. (q)—Also 3 per 
cent stock dividend December 31, 1959. (R)—Also 40 per cent stock dividend June 13, 1960. (S)—Also 10 per 
cent stock dividend March 31, 1960. December, 1958. ++Excludes profit on sale of securities of 26 cents 


per share. 
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What Others Think 


The Natural Gas Industry—Past and Present 


On April 21st Paul Kayser, then presi- 
dent of El Paso Natural Gas Com- 
pany, spoke to the Federal Power Bar As- 
sociation in Washington, D. C., regarding 
the history of the natural gas industry and 
its present status. Mr. Kayser, on May 
2nd was elected to the newly created post 
of chairman of the board and chief execu- 
tive officer of El] Paso Natural Gas Com- 
pany. 
In 1928 he founded the El Paso 
Natural Gas Company and he has served 
continuously as president since that time. 
Mr. Kayser stated that the practical be- 
ginnings of long-distance, high-pressure, 
large diameter pipeline transmission com- 
menced in the early 1930’s when lines were 
built from the Panhandle fields of Texas 
and the Hugoton field of Oklahoma and 
Kansas to Omaha, Chicago, and Detroit. 
The advances in pipe construction per- 
mitted the use of lines that operated at a 
thousand pounds per square inch—36 
inches in diameter, as compared with 
working pressures of about 400 pounds 
per square inch with a 24-inch diameter 
in the 1920’s. These developments, Mr. 
Kayser states, made it possible for natural 
gas to reach all the markets of the nation. 
At first natural gas substituted for 
manufactured gas. The progress made by 
the industry was at first slow; however, 


once it caught on expansion took place at 
a fast rate. Statistics compiled by the 
American Gas Association began in 1932. 

Mr. Kayser noted the following facts 
as proof of the rapid and far-reaching de- 
velopment of the industry: 


. . . In 1932 the total natural gas sales 
amounted to 788 billion cubic feet. In 
1959 the total sales were 8,169 billion 
cubic feet, over a tenfold increase. In 
1932 there were 157,000 miles of natu- 
ral gas mains, including transmission, 
gathering, and distribution; at the end 
of 1959 there were 566,000 miles of 
natural gas mains in service. Since 1945 
the miles of natural gas transmission 
lines alone have increased from 77,280 
to 170,700. The gross investment in 
facilities by all natural gas pipelines in 
1937 was only $2,235 million, while by 
1958 the gross investment had arisen to 
the staggering sum of $17,095 mil- 
ae 


r further illustration of the growth and 
use of natural gas, Mr. Kayser said that 
in 1932 only 16.6 per cent of the nation’s 
households were being served by natural 
gas. In contrast, 52 per cent of the na- 
tion’s households now are served by this 
fuel. 
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The Natural Gas Act in 1938 gave 
the Federal Power Commission jurisdic- 
tion over the industry; however, the be- 
ginning of World War II delayed the im- 
mediate expansion of the natural gas pipe- 
line business. During the postwar period 
the number of customers increased from 
8,914,000 in 1945 to 28,023,000 in 1958. 
Mr. Kayser stated that credit must be 
given to the Federal Power Commission 
for the granting of certificates for the con- 
struction of new facilities and the regula- 
tion of rates charged for service. 

In Mr. Kayser’s view there are three 
principal problems facing the industry at 
this time: (1) The chaos brought about 
by the Supreme Court placing producers 
under utility regulation (the Phillips de- 
cision). (2) The fixing of a new and 
proper rate of return in view of the in- 
crease in the cost of money. (3) The 
necessity for the industry to maintain it- 
self in a competitive position in relation 
to other fuels. 

It is Mr. Kayser’s contention that a 
reading of the Natural Gas Act would con- 
vince any lawyer that Congress did not in- 
tend the act to regulate the price at which 
the producer should sell his gas at the 
well mouth. The best indication of the 
intent of Congress, he believes, can be 
found in the fact that the act contains not 
a single word to guide the commission on 
how to regulate such prices. 


| ap neta the U. S. Supreme Court 
decision, the commission has con- 
sistently reported to Congress that it is 
not practicable to regulate producers on 
the utility rate base formula and it has 
asked that it be authorized to regulate such 
prices on an area basis. Approximately 
5,935 producers’ cases and only 154 pipe- 
line cases are now pending before the 
FPC. 

In view of the Supreme Court de- 
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cision, Mr. Kayser feels that an amend- 
ment to the Natural Gas Act should be 
passed which would grant the commission 
a formula under which to establish area 
prices. 

He stated: 

Necessarily, such action would 
authorize the commission to fix these 
prices at a level that has a relationship 
to the present prices in effect and to 
their historical development. Likewise, 
these prices must be, in the opinion of 
the commission, sufficient to stimulate 
the discovery and development of re- 
serves necessary to satisfy the market 
demand for gas. It is apparent upon any 
intelligent study of producer prices, that 
in any free economy the only way you 
can satisfy the market demand for gas is 
to permit producer prices to seek and 
maintain a level that will stimulate ex- 
ploration and sustain development so as 
to make available to the market the 
gas necessary to supply the demands of 
the service. 


Mr. Kayser pointed out that historically 
there has been much variation in prices in 
different areas and Congress should take 
these facts into consideration and grant 
broad powers to the commission so that 
some order could be produced in the pres- 
ent state of chaos. 


phn rate of return Mr. Kayser 
stated that the FPC set a 6 per cent 
figure for the natural gas industry more 
than twenty years ago. Interest rates at 
that time were half of what they are today. 
The industry must, therefore, be granted 
an increased rate of return which is related 
to the present cost of money. It is Mr. 
Kayser’s belief that whenever the cost 
of debt money goes up, the current rate 
of return becomes inadequate to that ex- 
tent. 


———ee 
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In fixing a rate of return the com- 
mission is charged with insuring efficient 
service for the maximum time rather than 
protection of the short-term interest of the 
consumer to the detriment of long-term 
service. Mr. Kayser said that it would be 
shortsighted regulatory practice to put 
into effect rates which might give short- 
term gains to the consumer but which 
would work to the detriment and impair- 
ment of the consumer’s long-term service. 


a consideration of the competition of 
other fuels, Mr. Kayser noted that the 
industry is now reaching maturity. A great 


part of the market has now been taken 
over and the price of gas in the field and 
the distance over which it has to be trans- 
ported have increased so that it must now 
maintain its position in relation to other 
fuel costs. He said, “In other words, it 
[the gas industry] is bumping its head 
against the ceiling of the price that it can 
get for its product.” Meeting of this com- 
petition will require the industry to get 
the most out of every dollar that is spent 
capitalwise, and the holding down of its 
expense of operation to a point consistent 
with efficiency. He cautioned against any 
complacency in the industry’s sales policy 
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to the consuming public. On the plus side 
of the scale, he stated, is the efficiency and 
diversity of uses to which natural gas may 
be put and he expressed his confidence that 
the gas industry could meet any compe- 
tition. 


N conclusion, he spoke of the natural gas 

industry as an “efficient transportation 
system” which transports gas from thou- 
sands of feet below the earth’s surface to 
points 200 to 2,000 miles’ distant without 
intermediate handling. The efficiency of 
this transportation system has enabled 
natural gas to supply nearly one-third of 


the total energy resources of this nation— 
a nation which can boast of the highest 
living standard that the world has ever 
seen. 

The natural gas industry delivers 
into the economy more than seven times as 
much energy as all the dams in the nation, 
including the TVA system, Grand Coulee, 
and Niagara. Mr. Kayser observed that 
this system had principally been built up 
in the past twelve years and he expressed 
his confidence that the industry will con- 
tinue to expand and render great service 


to our economy. 
—C.M.B. 





Future of REA Electric Co-ops 


| ke ania A. Hamit, REA Administrator, 
sized up the future of REA co-opera- 
tives in his address to the eighteenth an- 
nual meeting of the National Rural Elec- 
tric Co-operative Association in St. Louis 
last February. He predicted that the out- 
put of electric power would be at least 
four times higher in 1975 than it is now. 
Speaking of what the future might hold 
for REA co-ops, he said he estimated they 
would be selling no less than 175 billion 
kilowatt-hours of electricity by 1985— 
which was seven times what they sold in 
1959. 

Hamil called attention to the fact that 
the co-ops added 139,000 new customers 
in 1959 and that five out of six of them 
were nonfarm customers. Said the REA 
head : 


The increase in power sales will mean 
you must learn to live with a permanent 
problem of power supply. You will have 
to take an objective look at all possibili- 
ties for getting wholesale power to de- 
termine which method is the most ad- 
vantageous to your members. You may 
find it to your mutual benefit to join 
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with other borrowers on a state or 
regional basis and to negotiate with 
power suppliers as a group. 

When careful negotiation fails to re- 
sult in reasonable rates for consumers, 
the generation and transmission au- 
thority of the Rural Electrification Act 
is there to take care of the need... . in 
the last seven years, REA has approved 
loans to provide for more generating 
capacity than was provided for in loans 
approved during the preceding seven- 
teen and a half years of the program. 


pga to criticism directed at elec- 
tric co-ops, Hamil said there are 
folks who imply that REA co-ops borrow 
federal funds at 2 per cent and reinvest 
them at a higher rate of interest. He said 
this was not true because REA advances 
are earmarked for special purposes, and 
they cannot be used for investments. How- 
ever, he said, “as long as you borrow 
money from the government, you will be 
criticized for investing too much money 
at a higher rate of interest than you pay 
REA. Those of you with large invest- 
ments should make sure you can justify 
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them in terms of your business operations. 
You might consider putting all the funds 
you can spare into your own plant or using 
them to make advance payments on your 
government loans.” 

Administrator Hamil declared that he 
would like to see a plan devised whereby 
REA co-ops could send REA funds and 
withdraw them when needed for any pur- 
pose for which a new loan could be made. 
He said the co-ops would receive interest 
on this money, equal to the interest they 
were paying under the Rural Electrifica- 
tion Act. 

But Hamil pointed out that such an 
arrangement would require legislation by 
Congress. He said if REA co-ops banked 
their funds with REA it would put a stop 
to criticism of their investments once and 
for all. Hamil continued: 


In back of the criticism [of interest 
rate] is the disparity between the 2 per 
cent interest you pay on your govern- 
ment loans and the high interest which 
the government must pay on its own 
borrowed money. This gap between the 
government’s interest and your interest 
continues to be the one painful thorn 
in any discussion of the REA programs. 
I am convinced that continued public 
acceptance of rural electrification and 
rural telephony will depend on the posi- 
tion you take on the interest rate ques- 
tion. 


HH pointed out that there was no 
perpetual “covenant” between Con- 
gress and REA borrowers in the Pace 
Act interest rate of 2 per cent. He quoted 
Mr. Pace’s answer to a question as to 
what would happen in the event the cost of 
obtaining funds on the part of the RFC or 
the Treasury should materially increase. 
It was, “The subcommittee’s thought on 
that was that they are so handy to Con- 
gress that they could ask us to make such 


adjustments in the rate as any substantial 
change in the cost might justify.” 

Hamil said it was clear to him that the 
President was carrying out the intent of 
Congress when he asked for an adjustment 
in the REA interest rate to reflect the sub- 
stantial increase in the government’s cost 
of money. 

The REA head called attention to the 
fact that the operating reports of REA 
borrowers indicated they were financially 
sound. In 1958, he said, only 45 had defi- 
cits totaling $864,000—less than half the 
amount they had in 1955. And net worth 
climbed from 9.6 per cent at the start of 
1955 to 18.8 per cent at the start of 1960— 
almost double in five years. 

In view of this evidence of financial sta- 
bility and strength, Hamil said, the Presi- 
dent’s recommendation seems quite fair. 
His proposal does not set the interest rate; 
it merely sets a ceiling under which the 
Secretary of the Treasury must operate. 
Hamil stated : 


The rate could not exceed the average 
rate of interest payable by the Treasury 
on recently issued long-term marketable 
obligations, plus one-fifth of one per 
cent to cover administrative expenses 
and possible losses. . . . That would be 
fair to you and to the government. 


Wee this proposal to become law 
today, Hamil pointed out, the in- 
terest REA co-ops would pay would be 
more than 4 per cent. This would affect 
new loans only. Co-ops would be borrow- 
ing money at rates no higher than those 
paid by the government, which is the best 
credit risk in the nation. He said he 
thought this was a most equitable ar- 
rangement. “I can’t see how anyone can 
criticize it. Any rate less than proposed 
could be called a subsidy.” 

No one likes a higher interest rate, 
Hamil conceded, but said he was certain 
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many co-ops could absorb a cost-of-money 
increase without changing their rate struc- 
ture in the slightest. 

Acceptance by the electric co-ops of 
higher interest rates would gain them re- 
wards of better public relations and keep 
their bright record untarnished, the REA 
Administrator said. In looking ahead, 
Hamil pointed out, REA co-ops should 
take advantage also of the President’s 
recommendation to establish a mutually 
owned financial institution to meet future 
capital needs. The Secretary of Agricul- 


ture, the President has said, will work 
with REA co-ops and other interested 
parties in developing such a proposal. The 
President has also noted that loans would 
continue to be available from REA to 
meet special circumstances after the co- 
ops developed a financial institution of 
their own. 

Hamil predicted a great period of ex- 
pansion ahead for the electric co-ops in the 
sixties and urged them to keep their poli- 
cies flexible and their service on a high 
plane. 





Power Dams and Fishing Conditions 


N an article published last month Don 
Cummins, outdoor editor of the Bir- 
mingham Post-Herald, Birmingham, Ala- 
bama, chided fishermen for the frequent 
remark that power dams spoil fishing con- 
ditions. 

Mr. Cummins makes an offhand esti- 
mate that better than 90 per cent of criti- 
cism leveled at power companies for use 
of water in recreational areas is not justi- 
fied. He notes that the chief complaint 
against power companies is that they spoil 
fishing by lowering reservoirs unneces- 
sarily. 

In defense of the utilities he states : 

In fairness to the utility folks, it must 
be said they are in business to produce 
electricity at the most economical rate, 
without which there would be a lot 
more gripes than those from fishermen. 

And, secondly, the power company IS 
interested in the recreational uses of the 
water flowing through its hydroelectric 
plants and the reservoirs these dams 
control. 


The reference here is evidently to the 
Alabama Power Company. 

Mr. Cummins points out that the utility 
in the Birmingham area controls the flow 
of water during the spawning season so 
that there is a minimum fluctuation in 
water levels so as not to endanger shallow 
spawning beds. Following the spawning 
season the water level is often dropped in 
order to expose stream banks to the hot 
sun and destroy mosquito larva. These 
various advantages are provided to an area 
while the utility strives to produce electric 
power at an economical price. 


it is suggested by Mr. Cummins that the 
average sportsman could do away with 
a good many of his gripes against power 
dams if he would stop being a slave to 
habit. 

Mr. Cummins states that “if you’ve 
been fishing the river bank and the water 
drops some, all that is necessary is to fish 
a little farther from the bank than you 
have been doing.” 
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The March of 
Events 


Antitrust Laws Apply to 
Co-ops 

aS ruling by the United States 

Supreme Court stated emphatically 
that when a merger between a co-operative 
and another company results in lessened 
competition, or creates a monopoly, anti- 
trust laws should be invoked. 

The decision was unanimous. Justice 
Hugo Black said the court does not be- 
lieve Congress meant to exempt co-ops 
from antimonopoly prosecution if they are 
engaged in practices that stifle competi- 
tion. 

The case involved the Maryland & Vir- 
ginia Milk Producers Association which 
in 1954 acquired Embassy Dairy. At the 
time the co-op’s 2,000 members were 
supplying 90 per cent of the milk for the 
Washington, D. C., area. Embassy Dairy 
was not buying milk from the co-op. But 
even though Embassy was distributing 
only 5 per cent of the area’s milk, the 
Justice Department said this merger was 
illegal, and the high court concurred. The 
co-op has been ordered to divest itself of 
Embassy as it existed in 1954. 


i. i —« = 


Test Canned Electricity 


paren device powerful enough to run 
a front-line radar station and com- 
pact enough to be carried in a soldier’s 
back pack, will be tried out in mock com- 
bat tests this month. The device contains 
30 fuel cells and produces 300 watts of 
24-volt direct current for fourteen hours. 
It is rechargeable by replacing a fuel unit 
about the size of a beer can. Weighing 
about 30 pounds, the power unit works on 
the principle of converting chemical en- 
ergy into electricity. It has no moving 
parts, is noiseless and rugged. It makes 
electricity by combining hydrogen from 
the beer can with oxygen in the air. 

Scientists ‘said such devices might 
eventually be used to provide power for 
satellites and space vehicles, antisubma- 
rine weapons, detection devices, automo- 
biles, planes, and even tiny transistor 
radios. 


The power pack is being developed 
for the electronics division of the Navy’s 
Bureau of Ships and the radar division 
of the Army Signal Corps. 


Arizona 


Federal Power to Go to Utility 


y bes federal government, in settlement 
of a five-year-old legal fight, has 


agreed to continue selling power to Citi- 
zens Utilities Company, a concern supply- 
ing electricity in Arizona. A compromise 
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was approved by the U. S. court of claims, 
under which the Interior Department 
agreed to sell federally generated power to 
Citizens Utilities and the company agreed 
to drop a damage suit and claims to serv- 
ice from the government’s Hoover dam. 
Citizens Utilities and California-Pacific 


Utilities Company, which agreed earlier 
to settle, went to court after the depart- 
ment refused in 1954 to renew power sup- 
ply contracts. The government and the 
companies could not agree on the com- 
pany’s right to renewal, and so the gov- 
ernment let the contracts expire. 


Michigan 


Atomic Power Plants OK’d 


A™ demonstration nuclear power plant 
at Big Rock Point, Charlevoix 
county, Michigan, has been approved for 
construction by the Atomic Energy Com- 
mission. It will have an initial generating 
capacity of 50,000 kilowatts and it is 
hoped that further research and develop- 
ment will boost the output to 75,000 kilo- 
watts. The reactor is to be of the high- 
power density, boiling-water type, fueled 
by uranium oxide. 

Participating in the project are Con- 
sumers Power Company, Jackson, Michi- 
gan, and General Electric Company, San 
Jose, California. The plant is to be avail- 
able for four and a half years for research 
on the feasibility of increasing the power 
density (power a unit volume of fuel), to 
determine the effects of such operation on 
fuel life, and other related questions. 

The AEC will support GE research and 
development work before and after con- 
struction up to about $3.7 million, subject 
to an increase of 10 per cent if costs rise. 
Consumers Power research and develop- 
ment will be supported up to $500,000, 
and the AEC will waive fuel-use charges 
of about $1,650,000 for the first five years. 


New 


Commuters’ Income Tax 


A NEW income tax initiated by Gov- 
ernor Meyner of New Jersey which 
is called the ““commuters’ benefit tax” may 
be enacted into law. The legislation is pat- 
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Reason Given for Gas Boost 
Request 


j Bes state public service commission 
has been told by Michigan Consoli- 
dated Gas Company that the principal rea- 
sons behind its request for higher rates 
are higher wholesale gas prices and in- 
creased costs of doing business. 

The rate increase sought by Michigan 
should average about 4} cents a day for 
the company’s 860,000 customers and 
would total $14,370,000 annually. Cus- 
tomers’ bills would go up from 25 cents to 
$1.35, depending on the amount of gas 
consumed. 

Executive Vice President Hugh C. Daly 
of Michigan said that $7,173,000 of the 
increase is involved in higher wholesale 
gas costs; $2 million is needed for addi- 
tional storage fields ; maintenance requires 
$820,000; depreciation and amortization, 
$457,000; and general tax increase 
$409,000. 

In addition, the company needs $2.5 
million more in revenue to improve its 
earnings picture. A financial consultant 
testified at a hearing that Michigan Con- 
solidated needed a 7.5 per cent rate of 
return. 


Jersey 
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terned after New York state’s income tax 
law. It would apply only to persons work- 
ing in one state and residing in another. 
It would affect commuters or those who 
live in one state and have investments on 
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income-producing property in another 
state. 

There are 150,000 New Jersey residents 
who would claim credits on their New 


York income tax and pay their taxes to 
New Jersey. The 70,000 New York work- 
ers in New Jersey would follow this pro- 
cedure in reverse. 


Oregon 


Snake River Dam Plans OK’d 
_— Oregon Hydroelectric Commis- 


sion has granted a license to Pacific 
Northwest Power Company for con- 
struction of the $255 million High 
Mountain Sheep dam on the Snake river 
between Oregon and Idaho. This is the 
final state approval needed for starting 
construction of the 670-foot high dam. 
However, plans for building the 1,520,- 
000-kilowatt hydroelectric project hinge 
now on the approval of the Federal Power 
Commission. Hearings started in May on 
the High Mountain Sheep project, as well 


as a conflicting application by a Wash- 
ington state public power group for a dam 
at Nez Perce, two and a half miles down- 
stream from the High Mountain site. ~ 

The Washington Public Power Supply 
System, a group of 13 public utility dis- 
tricts, contends its dam, which would 
cost $276 million and generate 1.2 mil- 
lion kilowatts of electricity, has a superior 
site. It has not made application, though, 
to Oregon regulatory bodies and Oregon 
maintains that its permission is needed 
since it holds joint water rights on the Sal- 
mon river with Idaho at the proposed Nez 
Perce site. 


Pennsylvania 


Philadelphia Offers to Buy 
Transit Company 


_. city of Philadelphia has offered 
the Philadelphia Transit Company 
$75 million for its transit system. Previ- 
ously the city had offered $70 million 
which was turned down. It is reported that 
the PTC might be willing to consider an 


offer of $80 million. Mayor Dilworth said 
two acquisition plans are being studied. 
One involves purchasing PTC assets at a 
cost no higher than $75 million. The other 
would be a purchase of the transit com- 
pany’s stock. Buying the stock, though less 
costly than the first plan, would make the 
city responsible for all the transit com- 
pany’s debts. 


Rhode Island 


Sliding Price Scale 
Asked for Gas 


HE Providence Gas Company has 

asked the state public utilities division 
of the department of business regulation to 
permit it to insert a price adjustment 
clause in its rate structure which would 
enable the utility to adjust customers’ bills 
as the wholesale rate of natural gas 
changed without the need for a rate hear- 


ing. 


Providence said that the price adjust- 
ment clause it seeks is the same in princi- 
ple as fuel adjustment clauses which have 
long been common in the manufactured 
gas industry, whereby consumer bills 
would go up or down with changes in fuel 
costs. The natural gas supplier to the 
Providence Gas Company, Algonquin Gas 
Transmission Company, has a rate in- 
crease case pending before the Federal 
Power Commission. Its rates were put 
into effect under bond, subject to refund 
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if the FPC disallows the rate boost. 

It is estimated that Providence will pay 
$479,000 more for its gas under the in- 
creased wholesale rates. The typical cus- 


tomer of Providence will pay anywhere 
from 7 cents to 87 cents more a month, 
depending on how much gas is normally 
consumed. 


Tennessee 


To Join Gas Association 


E ans Knoxville Utilities Board is con- 
templating joining a group of east 
Tennessee municipal gas distributors, 
which would protect the interests of con- 
sumers in rate hike proceedings before 
the Federal Power Commission. 

The organization in question, United 
Small Customers Association, is being 
formed by municipal boards which buy gas 
wholesale from East Tennessee Natural 


Gas Company. This company obtains its 
gas supplies at wholesale from Tennessee 
Gas Transmission Company. 

Mark B. Whitaker, general manager of 
the Knoxville Utilities Board, said that 
last year Tennessee Gas Transmission ac- 
quired 94 per cent of the common stock of 
East Tennessee Natural Gas Company. 
Because of this transfer of control, he said, 
it was imperative for KUB to take a more 
active part in rate proceedings in order 
to protect its interests. 


Texas 


Gas Can Be Taxed Twice 


pee supreme court of Texas has ruled 
that the state has the right to tax 
natural gas twice. It said it could find no 
reversible error in decisions that upheld 
State Comptroller Robert S. Calvert in a 
suit filed against him by the Francitas Gas 
Company. The company tried to recover 
production taxes paid under protest. 
Facts in the case show that for years 
Francitas Gas Company produced gas in 
Jackson county, ran it through its cycling 
plant to remove the liquid hydrocarbons, 


then reinjected the gas into the sand. In 
1950 it began removing the residue gas 
and selling it to the Aluminum Company 
of America for fuel. 

Francitas maintained that Texas had 
the right to levy the state production tax 
of 7 per cent of fair market value the first 
time, but not the second. The supreme 
court ruled that the company paid the tax 
only on liquid hydrocarbons extracted in 
the first production, so it still owed pro- 
duction tax on the residue gas when it 
was produced and sold. 


Virginia 


Gas Rate Boost Asked 


2 Virginia Gas Distribution Cor- 
poration has filed a request for a 9 
per cent rate increase for its residential 
and commercial customers. It asked the 
Virginia State Corporation Commission 
for $410,000 additional revenue in order 
to allow the company to earn a 6.8 per 
cent return on its investment. 


In a recent hearing, company witnesses 
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contended the increases are required be- 
cause of rising labor, materials, and tax 
costs. They said the company’s rate of 
return dropped to 4.27 per cent in 1959. 

However, the commission staff pointed 
out that the mild winter of 1958-59 prob- 
ably caused a sharp drop in the company’s 
sale of gas and therefore provided an un- 
realistic picture of the company’s financial 
situation. Further hearings were sched- 
uled to be held. 
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Trends and Topics 


Special Taxes Imposed by Local Authorities Should 
Be Shown on Bills 


H™ taxes passed on to customers as part of the cost of services and 
merchandise tend to lull the public into a frame of mind where govern- 
mental expenditures are increased without strong opposition. Owners of real 
estate know the amount of their real estate taxes, and income taxpayers are 
aware of the amount they pay each year. Many people, however, are not 
aware of the burden passed on to them by taxes levied all along the line upon 
corporations from which they buy service and merchandise. Public utility 
companies must pass along to their customers the taxes imposed upon them, 
usually without the customers being aware of the tax included in their bills. 

In one area, however, customers are made aware of the tax. Regulatory au- 
thorities in several states require the utility to show a local tax in the form 
of a surcharge on customers’ bills in order that they may be fully aware of the 
amount and nature of the tax. This carries further the rule adopted by several 
commissions that special municipal levies should be borne locally, which sub- 
ject is discussed in Pustic UrTitities FortNiGHTLy, October 27, 1955, at 
page 755. 


Customers to Be Advised of Tax 


The Florida commission, in response to a petition by Florida Water Service, 
Inc., held that a municipal franchise tax should not be incorporated in the 
rate paid by customers but should be shown separately as a surcharge and 
applied only to those customers whose municipalities enforce the tax. The 
commission said that the customers, in so far as possible and practicable, 
should be advised of the cost of water and sewer service to them and of the 
“amount of the tax they are required to pay” (32 PUR3d 320). 

This recent decision by the Florida commission is in harmony with the 
views expressed by the Colorado commission in two cases relating to Cortez 
Natural Gas Company, Inc. (14 PUR3d 105; 21 PUR3d 70). The commis- 
sion considered it contrary to good regulatory practice to permit a city or 
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town to charge a tax outside municipal limits, where the franchise does not 
apply. While a franchise tax was said to be a legitimate charge, the com- 
mission was reluctant to encourage the practice of high franchise taxes, and, 
if the utility were merely to become a collection agency for a municipality, 
the customers living there “should be fully informed in regard to the taxes 
they are required to pay.” The commission required that the franchise tax 
within the corporate limits be surcharged on each bill sent to customers within 
the municipality in order that there be no misunderstanding as to the amount 
or nature of the tax. 

The Wyoming commission, in fixing rates for Montana-Dakota Utilities 
Company, decided that the company should be required to show on all utility 
bills rendered in Sheridan, as a separate item, the pro rata share of occupa- 
tion taxes levied against it by that municipality. It was also required to show 
on its utility bills rendered consumers in other municipalities in the Sheridan 
division of the company, as a separate item, their pro rata share of any similar 
excise taxes which might later be imposed upon the company by the municipal 
officials of their respective localities (15 PUR3d 246). 

The Nevada commission, after holding that a local tax should be collected 
from customers of Bell Telephone Company of Nevada, ruled that the tax 
should be surcharged on monthly bills (31 PUR3d 392). 


Understanding with Municipal Authorities Not Binding 


The Utah supreme court, in reviewing a commission order which directed 
the charging of special municipal taxes against subscriber residents in the 
area where such impositions were made, complimented Utah Power & Light 
Company for adhering to an understanding with municipal authorities that it 
would not show a special municipal tax on bills. The company’s frank con- 
sistency and adherence to principle were said to be commendable, but “‘its 
private understanding hardly could bind the commission.” The court upheld 
the commission’s order to bill these local franchise taxes separately (2 PUR3d 
525). The court also upheld an order directing Mountain States Telephone & 
Telegraph Company to bill municipal franchise taxes separately (2 PUR3d 
521). 


Possible Shift of Telephone Tax 


Much interest has been created by reason of the possibility that Congress 
might not extend the 10 per cent tax imposed upon telephone service. A re- 
cently enacted New York law permitting the imposition of a local tax on 
telephone service for school purposes, provided the federal tax is not extended, 
makes the telephone company the tax collector, but it is interesting to note 
that the law does not require the tax to be concealed. It contains a provision 
that the company in billing shall identify such tax by the descriptive legend 
“Tax for Local School Purposes.” The company may combine the charge 
and the tax “provided the bill indicates a method of determining the amount 
of the tax.” Chapter 418, Laws of New York 1960, § 807. 
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Review of Current Cases 


Rate Case Involving Overhead Expenses, Depreciation, Working 
Capital, Return, and Deferral of Taxes Remanded to Commission 


HE Alton Water Company case de- 

cided by the Illinois commission (22 
PUR3d 358) and reviewed by the Illinois 
circuit court (26 PUR3d 187) has been 
remanded to the commission for further 
proceedings. The state supreme court ex- 
pressed opinions on rate questions as to 
which the commission and the lower court 
disagreed. 


Scope of Review 

The company and the commission had 
appealed from the circuit court’s holdings 
and they contended that the court had 
exceeded the proper scope of judicial re- 
view. The commission objected par- 
ticularly to setting aside its order because 
of purported errors in computing repro- 
duction value less depreciation when the 
final fair value determination was not 
challenged as unreasonable. 


The supreme court said that without 
power to review the intermediate steps 
in the administrative decision-making 
process, effective judicial review would 
be extremely difficult, if not impossible. 
The court said that it had not confined 
its review to the commission’s final order 
but rather, when called upon to do so and 
with respect for the commission’s expert 
judgment, it had reviewed the elements 
of value considered by the commission in 
computing present fair value. 


General Overhead Expenses 


The court said that, in determining 
fair value, the commission properly con- 
sidered evidence and made findings on 
original cost less depreciation and re- 
production cost new less depreciation. 
There was disagreement as to an item 


for general overhead amounting to 15 
per cent of reproduction cost. 

General overhead expenses are a proper 
component of reproduction cost new, said 
the court. To compute them as a percent- 
age of basic physical reproduction cost 
seems acceptable because it is probable 
that their amount would be related to the 
cost of what is being reproduced. The 
question remained whether overhead ex- 
penses amounting to 15 per cent of the 
basic reproduction cost were justified in 
this case. An unusually high percentage, 
the court continued, cannot be justified in 
terms of generally rising costs, because 
the present level of costs is already re- 
flected in the basic reproduction cost, of 
which the overhead item is a percentage. 
If there were other grounds that sup- 
ported an increase in the percentage of 
permissible overhead, they should appear 
from evidence more specific than the bare 
conclusions of witnesses. 


Depreciation on Reproduction Cost 


A company witness had testified that 
depreciation of 15 per cent should be de- 
ducted from reproduction cost, while a 
commission witness testified to deprecia- 
tion of 26 per cent and the commission 
found 25 per cent depreciation. The com- 
pany witness relied primarily on inspec- 
tion and supported his calculations on a 
4 per cent sinking-fund basis. The com- 
mission witness also inspected all of the 
company’s aboveground facilities and 
examined pertinent records, but depended 
to a greater extent on 3 per cent sinking- 
fund computations. 

The court said that although the 
straight-line method of computing de- 
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preciation is widely accepted, it is only an 
accounting technique for allocating the 
cost of fixed assets over the life of the 
assets and is not a measure of the actual 
deterioration of property. For rate pro- 
ceedings in which fair value is a con- 
trolling factor, a determination of de- 
preciation by inspection may be preferable 
to accounting computations, and certainly 
is an acceptable method. Therefore, the 
lower court’s straight-line computations 
indicating a depreciation figure of 37 per 
cent did not alone undermine the result 
reached by the commission by other 
methods. The court said that the methods 
employed by these witnesses seemed rea- 
sonable and the commission committed no 
error in so basing its determination. 


Effect of Deficient Service 


There was testimony that service to 
domestic customers and for municipal 
fire protection was deficient in many re- 
spects. This, said the court, might well 
indicate that physical depreciation had in 
fact proceeded beyond the extent indi- 
cated by inspection. The commission had 
dealt with the problem of substandard 
service not by adjusting depreciation but 
by a direct order requiring the company 
to submit plans for improving service. 
The supreme court could not agree that 
the commission’s approach was erroneous. 


Working Capital 

A working capital allowance is de 
signed to provide a return on funds used 
to pay expenses incurred before the in- 
come produced by those expenses has been 
received. Such a return, said the court, is 
not justified where payments by custom- 
ers make funds available to meet current 
expenses without additional investment 
by the stockholders. Where tax accruals 
actually make funds available, it is error 
for the commission to ignore them and 
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fail to offset them against the working 
capital allowance. The court concluded 
from the testimony and computations that 
the working capital allowance was not 
justified by the record. 


Rate of Return 


The commission had found that a re- 
turn of 5.6 per cent was fair and reason- 
able. The lower court reversed this find- 
ing because its computations indicated 
that the common stockholder was in fact 
receiving a 17 per cent return on his in- 
vestment. The supreme court said that the 
circuit court approach was relevant but 
that there was error in assuming that re- 
turn on the original common stock invest- 
ment was the relevant figure in determin- 
ing the reasonableness of an overall rate 
of return. The utility is entitled to a rea- 
sonable overall return on fair value, not 
original cost. It would, therefore, be in- 
consistent to judge the overall return on 
the basis of fair value, yet judge the re- 
turn accruing to common shareholders on 
the basis of a par value which is essen- 
tially original cost. 


Tax Effect of Accelerated Depreciation 


The company had elected to depreciate 
its property, for income tax purposes, 
at an accelerated rate as authorized by 
§ 167 of the Internal Revenue Code. The 
court discussed the purpose of the con- 
gressional action in passing this law, the 
difference between regulated companies 
and other companies, and the question of 
“tax deferral.” The assumption of a con- 
tinuous deferral of taxes due to ac- 
celerated depreciation, said the court, may 
be justified in many cases. Experience 
might show that proper results could be 
achieved only by this approach. But a 
war, a general depression, or a decline in 
the local market might curtail a utility’s 
capital expenditures, and prevent further 
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tax deferrals. As a result, taxes might 
increase just at the time when economic 
circumstances would make the added ex- 
pense most burdensome. 

If the court could see clearly into the 
future and say with certainty that con- 
tinuing expansion was certain, and coun- 
tervailing considerations were nonex- 
istent, it would hold that the commission 
might not permit current charges for a 
liability that would never arise. Predic- 
tions of future developments, however, 
are unsure estimates at best. 

At the time, the court thought it per- 
missible for the commission to safeguard 
the financial integrity of utilities by 
recognizing as present expenses those tax 
liabilities which are deferred by use of 


accelerated depreciation. The commission 
may not, however, shift the benefit of ac- 
celerated depreciation from ratepayers to 
shareholders. The order did not provide 
that prepaid funds must be deducted from 
the rate base. The court said that if this 
deduction was not made, the entire bene- 
fit of accelerated depreciation would go 
to shareholders. The commission’s order, 
therefore, could not stand. The court said 
that funds accruing deferred tax ex- 
penses, and any facilities financed out of 
those funds, must be excluded from the 
rate base. The earning power of this 
money then would either decrease con- 
sumer rates or increase service. City of 
Alton et al. v. Illinois Commerce Com- 
mission et al. 165 NE2d 513. 


Gas Service Properly Denied Because of 
Unsafe Installation of Appliances 


HE New Jersey commission ruled 

that Public Service Electric & Gas 
Company properly refused to restore gas 
service to an apartment building for use 
in water heaters where the company be- 
lieved, by reason of faulty installation of 
the heaters in violation of the company’s 
tariff and regulations, that such service 
would be hazardous to the public. The 
tariff and regulations set forth standard 
installation specifications recognized by 
the National Board of Fire Underwriters 
and the American Gas Association. 

The tariff and regulations specifically 
prohibited the installation of water heat- 
ers in bathrooms, bedrooms, or any oc- 
cupied rooms normally kept closed. 

Although the heaters in this case were 
installed in bathrooms, the owner of the 
premises pointed out that they had been 
in use for many years and had never 
caused injury to anyone. He proposed to 
vent exhaust gases into a makeshift 
chimney, assuming that this arrangement 


would satisfy any reasonable safety re- 
quirements. Testimony indicated that the 
company had been instrumental in cor- 
recting some 4,000 installations in 
Bayonne and Jersey City similar to the 
one in this case. 

The commission found that the com- 
pany’s installation regulations were rea- 
sonable. They were not discriminatory, 
either by their own terms or in their en- 
forcement. If the company were to pro- 
vide service upon discovery of a condition 
which it knows, or reasonably should 
know, is dangerous or hazardous, said the 
commission, it would be remiss in the per- 
formance of its duty to safeguard the 
public interest. 

The New Jersey commission refused 
to pass upon, or give an advisory opinion 
on, the scope of the corrections which the 
owner proposed to make in order to com- 
ply with accepted standards of safety. 
DeCarlo v. Public Service Electric & Gas 
Co. Docket No. 602-115, March 24, 1960. 


MAY 26, 1960 








PUBLIC UTILITIES FORTNIGHTLY 


Commission Rules on Trended Original Cost, 
Cost of Capital, and Advertising 


. Oregon commission authorized 
Pacific Power & Light Company to 
increase rates to a level sufficient to yield 
a return of 6.10 per cent. The new rates 
were deemed sufficient to enable the com- 
pany to continue to operate successfully, 
maintain its financial integrity, attract 
capital at reasonable rates, and compen- 
sate investors for risks assumed. 
Particular attention was given to the 
company’s needs and plans for develop- 
ment of new sources of electric energy to 
replace a large portion of the power being 
furnished by the Bonneville Power Ad- 
ministration, which power may not be 
available in the near future. The need to 
attract capital on reasonable terms to 
finance that program was also considered. 


Rate Base 


The company submitted evidence based 
on the trended original cost method for 
the purpose of “assisting the commission- 
er in making a valuation of the com- 
pany’s property, not as the sole measure 
of its value, but as evidence to be given 
material weight in determining the ‘fair 
value’ of the company’s property.” The 
commission pointed out that since the 
trended original cost study is intended to 
serve as a measure of property value, it 
should be accurate, reliable, produce con- 
sistent results, and be generally accepted 
as a reference standard. 

The commission noted that much of the 
trended cost study was based on the use 
of published manufacturers’ indexes de- 
signed to cover their own specific needs 
and not actual material and construction 
costs of the company. The company’s 
witness was unable to give a satisfactory 
explanation of the basis for his exercise 
of judgment in connection with the selec- 
tion of average service lives and salvage 
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percentages assigned to various properties 
in his computations of accrued deprecia- 
tion based on original cost. 

The commission staff, on the other 
hand, used the original cost method. The 
commission concluded that the trended 
original cost study lacked the necessary 
qualifications of an acceptable measuring 
device or method, resulting in an un- 
realistic and unsound value measure. 

It was concluded that the trending 
method lacked definiteness and stability. 
The commission said that it would have 
the effect, in periods of rising costs, of 
inflating the value of the dollars invested 
in plant to meet or approximate present 
costs. It would, in today’s economy, allow 
the company to reap a return on dollars 
never invested in plant and require cus- 
tomers to pay for dollars never spent. 

In an economy with declining prices 
and costs, it could be argued that it would 
be equally unfair to the company to use 
this method since the result would be to 
deny the company a return on dollars ac- 
tually invested in the plant. The commis- 
sion concluded that the more reliable, fair, 
and accurate measure supplied by the 
original cost method should be adopted in 
this case. 


Cost of Capital 


The commission held that, in determin- 
ing a fair rate of return, consideration 
should be given, among other things, to 
the company’s embedded cost of money, 
the current and foreseeable future costs 
of money which the company will be re- 
quired to pay to finance its construction 
and expansion program, and the earnings 
of similar enterprises which are attended 
by corresponding risks and uncertainties 
in the light of prevailing economic and 
financial conditions. 
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The return must be sufficient to assure 
confidence in the company’s financial in- 
tegrity, allow it to operate successfully, 
and attract capital at reasonable rates. A 
9.4 per cent return on common equity was 
considered fair and reasonable, and was 
adopted. 


Earnings-price Ratio 


The commission discussed the matter 
of earnings-price ratios and dividend pay- 
out ratios, pointing out that they reflect, 
to a great extent, the prospective inves- 
tor’s appraisal of the market value of 
stock. It said that to a lesser extent the 
investor is influenced by the book equity 
of the stock. For example, in recent years 
the market prices of utility stocks have 
advanced out of proportion to their in- 
creased book value. If book value were 
the prevailing influence, the advance of 
the market prices would long since have 
been checked. 

Another factor influencing stock prices 
is expectation of growth. Consequently, 
the commission held that earnings-price 
ratios, while useful in helping to de- 
termine the cost of such capital, cannot 
be held conclusive. There must be added 
some consideration of the existing stock- 
holders and their expectations of modest 
growth that should result from retained 
earnings. A just and fair rate of return 
to the common equity owner under any 
circumstances should be commensurate 
with returns on investments in other en- 
terprises having corresponding risks. 


Restricted Earned Surplus 


One of the issues in this proceeding was 
the treatment of restricted surplus result- 
ing from accelerated amortization of 
emergency facilities. The company argued 
that this fund should be included in the 
rate base, whereas the commission staff 
claimed that it did not constitute investor- 


furnished capital, but was provided by 
the ratepayers and should be excluded. 

The commission discussed four methods 
of treating restricted surplus for rate- 
making purposes. Such surplus is invested 
in property used and useful. A prior com- 
mission order directed that, in determin- 
ing the rate of return to be granted the 
company in any future rate proceeding, 
due consideration should be given to the 
fund in question as interest and dividend- 
free capital available for use by the com- 
pany. In view of this, the commission 
concluded that surplus should not be de- 
ducted from the rate base, but should be 
considered in the equity portion of the 
capital structure in determining the cost 
of capital. 


Political Advertising Expenses 


The company included in its sales pro- 
motion account a contribution to a na- 
tional advertising campaign conducted in 
conjunction with other electric utilities. 
The commission staff argued that it was 
advertising of a political nature and di- 
rected to influence public opinion, and, 
therefore, not a legitimate charge to op- 
erating expense. 

The advertising in the pages of 
nationally distributed magazines con- 
tained commentaries on the issue of 
private versus public power. These adver- 
tisements were not directed toward pro- 
moting greater use of electric power or 
any other concept that would directly or 
indirectly benefit consumers. The ex- 
penditure was disallowed as an operating 
charge. 

An amount spent by the company in 
connection with the State Centennial Ex- 
position was considered an abnormal ex- 
pense and was amortized over a five-year 
period. Re Pacific Power & Light Co. 
UF-2175, Order No. 37086, March 10, 
1960. 
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Trended Original Cost Rejected as a Measure of Value 
And Rulings Made on Accelerated Amortization 


HE Idaho commission allowed Wash- 

ington Water Power Company to in- 
crease rates to produce a return of 5.95 
per cent on an original cost rate base. 
The company submitted testimony and 
exhibits relating to two methods of arriv- 
ing at value. One was based on average 
original cost and included acquisition ad- 
justments and working capital, less de- 
preciation reserve, acquisition reserve, 
and contributions in aid of construction. 
The other method submitted was based 
on the trended original cost. 


Trended Cost Called Unrealistic 

The company had submitted the trended 
original cost study to represent a measure 
of present value. The study did not re- 
flect the cost to replace in kind the electric 
properties of the company, and no phys- 
ical inventory of the property was taken. 
All that was done was to take the dollars 
of plant at original cost and apply index 
numbers thereto, to arrive at trended cost. 
It was contended that either study, 
trended original cost or reproduction cost 
new, would produce similar results. 

The commission said that in the process 
of developing the trended cost study cer- 
tain index numbers were applied to the 
original cost of the various types of plant 
and equipment which, if they were old 
types, would be priced at the level of cur- 
rent types regardless of the age of the 
equipment, its operating efficiency, or 
whether or not such equipment would be 
installed under modern-day conditions 
and prices. An examination of the exhibit 
disclosed that in practically every account 
the older the plant the greater the con- 
version factor and the higher the value of 
the plant as of the valuation date. No 
adequate consideration appeared to have 
been given to the inefficiency or higher 
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operating cost of the older plant or to a 
comparison of the efficiency of newer to 
older items in the accounts trended. 

The commission concluded that the 
trended original cost study resulted in a 
value measure “unrealistic and unsound.” 
The commission found nothing in the 
record that would justify its abandoning 
the continued use of the original cost 
method. This deals in documented and 
historical facts, recorded every day in the 
company’s books, and is free of specula- 
tions and assumptions. 

Original cost, said the commission, was 
the actual cost of plant and equipment, 
and the acquisition adjustment amount 
was the difference between original cost 
and the amount paid by the company for 
certain electric properties. This purchase 
was the result of an arm’s-length trans- 
action. This amount would be amortized 
over a 15-year period by equal annual 
instalments being charged to other in- 
come charges, thereby creating a reserve 
against this amount. The commission al- 
lowed the acquisition adjustment amount 
to remain in the rate base but deducted 
therefrom the amount in the reserve. 


Tax Effect of Rapid Depreciation 

The company, for income tax purposes, 
had adopted liberalized depreciation per- 
mitted by the Internal Revenue Code. As 
a result, provisions for federal and state 
income taxes were less than they would 
have been had other methods of deprecia- 
tion been deducted for tax purposes. Only 
the actual taxes paid had been deducted 
from revenues. Savings in income taxes 
resulting from the use of liberalized de- 
preciation had reduced the company’s cost 
of doing business and the ratepayers had 
been given full advantage of these sav- 
ings. 
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A question had been raised as to treat- 
ment of restricted surplus resulting from 
accelerated amortization of emergency 
facilities. The commission referred to the 
restricted surplus and said: 

“As we view this account, there are 
four generally used methods of treating 
restricted surplus for rate-making pur- 
poses. The first is referred to as the flow- 
through method where the ratepayers are 
charged only with the actual taxes paid. 
The second is to allow normalization of 
income taxes and adjust operating income 
by including interest on the restricted 
surplus. The third is to allow normaliza- 
tion of income taxes and deduct the re- 
stricted surplus from the rate base. The 
fourth is to allow normalization of in- 
come taxes and adjust the rate of return 
by reflecting the existence of noninvestor 
supplied funds in the capital structure.” 


It was the company’s position that the 
restricted surplus amount was created by 
action of the federal government to en- 
courage construction and development of 
certain types of plant considered essential 
for defense purposes and that such funds 
should be included in the rate base. The 
commission concluded that since the 
funds received from amortization of these 
facilities had been invested in property 
used and useful and providing service to 
the public, such property should be in- 
cluded in the rate base. But it would be 
considered in the equity portion of the 
capital structure in determining the rate 
of return. The commission said it would, 
therefore, use the fourth method in its 
treatment of accelerated amortization. 


e 


Return Allowance 


The commission said that in fixing the 
rate of return it must give consideration 
to embedded cost of money, both that 
presently outstanding and that which 
would be required in the foreseeable fu- 
ture. This return must be sufficient to 
assure confidence in the financial integrity 
of the company and to allow it to attract 
capital at reasonable rates. 

A witness for the company ascertained 
cost of debt and equity money by exercis- 
ing his own judgment on both costs and 
then compositing them according to their 
weight in the capital structure to obtain 
the overall cost of money. The commis- 
sion reviewed his testimony, which re- 
sulted in his judgment figure of 6.25 per 
cent to 6.40 per cent as a proper rate of 
return. It appeared that the actual de- 
termination was based wholly on in- 
formed judgment of the witness, and the 
commission concluded : 

“After a careful review of all the testi- 
mony, it is the judgment of this commis- 
sion that no showing has been made that 
the companies, utilized by the witness in 
arriving at the above figures, possess as 
comparable amount or percentage of re- 
stricted surplus in their capital structure 
as does the company. It is the staff’s 
recommendation that, with due considera- 
tion being given the restricted surplus, 
a rate of return on the rate base 
adopted for this proceeding ranging from 
5.75 per cent to 6.0 per cent would be 
fair and reasonable.” Re Washington 
Water Power Co. Case No. U-1008-28, 
Order No. 5576, April 22, 1960. 


No Hearing in Telephone Rate Proceeding 


eo er North Dakota commission con- 
sidered it unnecessary to hold a hear- 
ing in a rate proceeding instituted by a 
small telephone company. Although notice 
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was given to interested parties, no objec- 
tions or requests for hearing were filed 
within the specified time. 

A rate increase from $3 to $4 a month 
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was approved for town business tele- 
phones, along with an increase from 
$2.34 to $3.34 a month for town resi- 
dence service. Rural rates remain un- 
changed. 


e 


The state commission set forth no 
rate base or rate of return calculations in 
its short order granting the company’s 
application. Re Farmers Teleph. Co. of 
Gardena, Case No. 5971, March 24, 1960. 


Loss of Grandfather Rights 


en New York supreme court, appel- 
late division, held that the purchaser 
of a bankrupt carrier’s operating rights 
was not entitled to a grandfather cer- 
tificate because the purchaser had not con- 
tinued service for more than three months 
after the purchase. The reason advanced 
by the purchaser for not continuing the 
operation was that it had assumed that 
consent and approval of the commission 
for transfer were necessary. The court 
pointed out that an inquiry would have 
brought the response that the commission 
did not require approval. The interruption 
of service and operation had continued 
over a year. 

Although the purchaser may have made 
an honest mistake, the court said, its 
failure to provide service was not beyond 
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its control and other carriers had ap- 
parently filled the gap created by neglect 
to act with reasonable promptitude. The 
purpose of the grandfather rights statute 
is to allow continuity and avoid hardship 
to the qualified carrier pending the 
processing of his application and to con- 
tinue service to the public. The pur- 
chaser’s actions had taken him outside 
the orbit of the statutory exception. 

The court could not say as a matter of 
law that the commission’s order denying 
the grandfather certificate was contrary 
to the public interest. In such matters, 
said the court, great weight is always 
given to the interpretation of statutes by 
the authority who has to administer them. 
Limousine Rental Service, Inc. v. Fein- 
berg et al. 194 NYS2d 1014. 


Pro Rata Share of System-wide Expenses 
Factor in Agency Discontinuance 


7 Kansas supreme court has re- 
versed a court order holding com- 
mission authorization of a railroad 
agency station discontinuance unreason- 
able. Whether a railroad may properly be 
entitled to discontinue an agency at a 
station generally depends upon the facts 
of the particular case, said the supreme 
court. 

Ordinarily, the test employed in de- 
termining the matter, where an absolutely 
necessary service is not involved, is 
whether the public good derived from 
maintenance of the agency station out- 
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weighs the expense of the railroad in 
continuing such agency. 

In determining whether an agency sta- 
tion has been operating at a profit or loss, 
continued the court, the commission is 
not limited in its inquiry to the salary of 
the agent and other direct expenses of 
maintaining the station. It may give con- 
sideration to the station’s pro rata share 
of the railroad’s system-wide expenses 
based upon a recognized operating ratio 
to ascertain the overall cost of moving 
traffic. Missouri-K.-T. R. Co. v. City of 
Savonburg et al. 348 P2d 1015. 
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Private Crossing Denied for Safety Reasons 


HE New Hampshire supreme court 

held that the commission justifiably 
denied a landowner’s petition for the es- 
tablishment of a private crossing on the 
grounds that reasonable safety precluded 
the establishment of a suitable crossing. 
A landowner whose land is cut off from 
a highway by a railroad, said the court, 
has the right to a suitable crossing where 
a reasonable necessity therefor is demon- 
strated. 

A suitable crossing is one reasonably 
safe and convenient for the purpose at a 
location to be determined according to 
the use made of the land, its physical 
characteristics, and the practicability and 
comparative expense of the different 
modes of crossing, whether by a bridge 
over the road, a crossing at grade, or a 
pass under it. The question of location is 
to be determined by the application of the 
doctrine of reasonable use, and the con- 
venience of all parties is to be considered 
in determining this question. 

In the instant case, the necessity for a 
crossing was established by the fact that 
the plaintiff’s land, upon which there was 
a cottage house some 200 feet from the 


proposed crossing, was situated on a tract 
bounded on all sides by a pond and the 
railroad’s right of way. The commission 
had decided the question of location ad- 
versely to the plaintiff. 

At the locus of the crossing proposed 
by the landowner, the view of the rail- 
road track was somewhat limited in either 
direction, and greatly limited to the 
traveler’s left whether the crossing was 
approached from east or west. The east- 
erly rail was only 15 feet from the east- 
erly line of the railroad right of way, and 
18 feet from the traveled way of the 
highway. Thus, an automobile stopped 
upon the approach, between highway and 
crossing, would have been endangered by 
the overhang of a passing train unless 
sufficiently back from the rail for clear- 
ance, when it would have been in danger 
of collision with traffic passing upon the 
highway. 

For these reasons, the commission’s 
finding that the proposed location was 
unsafe and that it was impossible to pro- 
vide a suitable crossing as requested, was 
justified. Patterson v. Boston & Maine 
Railroad, 157 A2d 653. 


Capital Cost Considered in Telephone Rate Case 


HE Lemoyne Telephone Company 

has been authorized by the Ohio 
commission to increase rates to a level 
calculated to yield a return of 5.75 per 
cent. It was found that this return would 
afford sufficient revenues to meet all fixed 
charges and pay a 6 per cent dividend on 
the common stock equity portion of the 
rate base at a pay-out ratio of about 78 
per cent. The commission concluded that 
this return would provide the company 
with reasonable compensation to meet 
such items as taxes on income, interest on 
debt, dividends on stock, a reservation for 


surplus, depreciation, and contingencies 
and afford sufficient compensation for the 
services covered by the company’s appli- 
cation. 

Commissioner Krueger dissented as to 
the rate of return, dollar return, and 
allowable gross annual revenues. He said 
he would file an opinion subsequently. 

The company’s rate of return witness 
estimated the cost of money to the com- 
pany would not have been less than 7.7 
per cent and that a fair rate of return 
would be 7.95 per cent. In arriving at 
these estimates the witness assumed a 
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capital structure consisting of 50 per cent 
equity and 50 per cent debt. To his al- 
leged “cost of money” of 7.7 per cent the 
witness added .25 per cent, a judgment 
allowance, to arrive at his recommended 
fair rate of return of 7.95 per cent. The 
commission rejected these estimates on 
the ground that he used a number of dis- 
putable judgment factors in his methods 
and procedures. 

The commission noted that the rate of 
return estimated as fair by this witness, 
if applied to the rate base recommended 
by the commission staff and agreed to by 
the company, would require an increase 
in revenues of over 160 per cent of the 
revenue increase proposed by the com- 
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pany if applied to the rate base originally 
proposed by the company. It would re- 
quire an increase in revenue of over 220 
per cent of that proposed by the company. 

The commission concluded that such 
“absurd results” constituted a further rea- 
son for rejecting the methods employed 
by this witness. The commission reiter- 
ated that fair rate of return is a figure 
that in the final analysis must be de 
termined on the basis of experienced 
regulatory judgment, in the light of all 
the facts and circumstances attendant to 
the particular case under consideration, 
and guided by the pronouncements of the 
state’s supreme court. Re Lemoyne 
Teleph. Co. No. 28,230, April 22, 1960. 


Filed Tariff Required for Special Railroad 
Freight Services 


(Bes U. S. Supreme Court affirmed a 
district court judgment enjoining a 
railroad from continuing to furnish 
“roller lumber traffic’ service, without 
filing with the Interstate Commerce Com- 
mission a tariff covering such service. 
The railroad had been furnishing the 
service on the same tariff as its fast 
freight. 

The railroad has for years engaged in 
the “roller lumber traffic” by performing 
intentionally delayed service in the trans- 
portation of lumber from the West coast 
to market. It has refused to file a tariff 
covering this service, however, but has 
continued to handle “roller lumber traffic” 
on the same tariff as its fast freight. 

The lower court had found that the 
railroad rendered a 14-day delayed lum- 
ber service over a route ordinarily requir- 
ing some two to four days. The delay was 
accomplished by the holding of cars on 
sidings at certain points on its trunk lines 
awaiting diversion orders to move the 
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shipment forward over the railroad’s 
regular service. This afforded the shipper 
additional time to find a market for the 
lumber while in transit. 

This service incurred additional opera- 
tional problems and costs for the railroad, 
including switching, siding, storage, and 
“per diem cost for the use of foreign 
cars.” These factors were not present in 
its fast freight service and not included 
in its published tariff. The Supreme Court 
agreed with the lower court that such de- 
layed service constituted the furnishing 
of additional “privileges or facilities” 
under § 6(7) of the Interstate Commerce 
Act, and that, therefore, there must be 
published and filed a tariff covering this 
service. 

The court observed that when the com- 
pany publishes and files such a tariff, as 
other railroads have already done, the 
Interstate Commerce Commission can 
then consider the reasonableness and just- 
ness of the service in the light of that 
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rate, giving due regard to any unjust or 
unreasonable preferences or advantages 
that might result to shippers or other 


roads should the same not be approved. 
Union P. R. Co. v. United States, 4 L ed 
2d 766. 


Electric Rates Increased to Cover Higher 
Capital Cost and Operating Charges 


HE Ohio commission has granted the 

Cincinnati Gas & Electric Company 
a rate increase calculated to yield a return 
of 5.5 per cent. It concluded that such a 
rate of return will provide the company 
with reasonable compensation to meet 
such items as taxes on income, interest on 
debt, dividends on stock, a reservation for 
surplus, depreciation and contingencies, 
and afford sufficient compensation for the 
services covered by the company’s ap- 
plication. 


Discussion of Return Testimony 


The only witness on rate of return in 
this proceeding was a company witness 
who estimated a judgment rate of return 
of 6.25 per cent. He estimated the com- 
pany’s cost of capital to be not less than 
6 per cent. To this figure, through appli- 
cation of further judgment factors, he 
added an allowance of .25, resulting in a 
rate of return of 6.25 per cent. The com- 
mission rejected his conclusions on the 
ground that they would lead to seemingly 
absurd results. 

Application of his estimate of 6.25 per 
cent to the statutory rate base found by 
the commission would result in a rate in- 
crease of $750,000 more than the com- 
pany was requesting. Application of his 
figure to the rate base claimed by the 
company would result in a rate increase 
of $3,250,000 more than the company 
was requesting. 

The commission referred to the case of 
Bluefield Water Works & Improv. Co. 
v. West Virginia Pub. Service Commis- 
sion, 262 US 679, PUR1923D 11. This 


case held, among other things, that a pub- 
lic utility is entitled to such rates as will 
permit it to earn a return equal to that 
generally being made at the same time 
and in the same general part of the coun- 
try on investments in other business 
undertakings which are attended by cor- 
responding risks and uncertainties. 


The commission then discussed two 
divergent views as to meaning of that 
pronouncement. One view is that the 
proper rate of return is one that is at the 
same level when related to comparable 
bases as that of other business under- 
takings which are attended by correspond- 
ing risks in the same general part of the 
country. Under this view, return would 
differ when related to bases that are sub- 
stantially different in inverse proportion 
to the difference in the bases. Under this 
view, the company would receive no rate 
increase in this case. 

The other view is, in effect, that the 
overall rate of return should be substan- 
tially the same as that of other business 
undertakings attended by corresponding 
risks regardless of the degree of noncom- 
parability of the bases to which the rate 
of return figure is to be applied. Under 
this view, the company would receive a 
rate increase approximately twice that 
which it requested on its own alleged rate 
base valuation. 

The commission rejected both views. 
The first view was rejected because of a 
long line of decisions of the Ohio supreme 
court culminating in the case of City of 
Cleveland v. Ohio Pub. Utilities Com- 
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mission, 164 Ohio St 442, 13 PUR3d 
276. The second view was rejected on the 
ground that it would produce absurd re- 
sults and also because of the City of 
Cleveland decision. 


Accelerated Depreciation 


The commission considered the method 
of treating the reduction in federal in- 
come taxes growing out of the use of ac- 
celerated depreciation. It noted that it 
was aware that there are advantages to 
utilities and consumers alike in being able 
to look to a settled policy on this matter 
which involves substantial amounts of 
money. It said that consumers may an- 
ticipate that savings in federal income tax 


liability will be reflected in consumer 
rates or, instead, the utility itself may 
count on savings as a source of interest- 
free capital for the financing of further 
improvements to plant, or the sharehold- 
ers may anticipate greater income. 

Normalization of federal income taxes 
was allowed and no deduction from the 
rate base was made. Rather, for the pur- 
pose of this proceeding, the commission 
gave appropriate consideration to the fact 
that the amounts in the reserve for future 
federal income taxes are a source of in- 
terest-free capital in determining the fair 
rate of return to the company. Re Cin- 
cinnati Gas & E. Co. No. 27,749, April 
15, 1960. 


Zoning Board Disapproval of Nonconforming Construction 
Properly Appealed to Commission 


a supreme court of errors of Con- 
necticut affirmed a commission order 
which overruled a zoning board of ap- 
peals’ disapproval of a water company’s 
construction of a second standpipe on its 
land. The water company had previously 
erected a standpipe on the land before the 
zoning regulations became effective, and 
this constituted a nonconforming use. 
After enactment of the zoning regula- 
tions the company petitioned the zoning 
board for permission to erect a second 
standpipe on this land. The board denied 
the petition and the company appealed to 
the public utilities commission. The com- 
mission overruled the board and granted 
the petition. 

The party appealing from the commis- 


sion action claimed that the company 
should have applied to the zoning com- 
mission, rather than the zoning board of 
appeals, and that, consequently, the pub- 
lic utilities commission had no jurisdic- 
tion to entertain the appeal. The court 
held that the land was already being put 
to a use permitted under the regulations 
as a nonconforming use. The company’s 
request, therefore, was not for a new use 
but for the extension of an existing one. 
While a new use may well require action 
by the zoning commission, approval of an 
extension of a nonconforming use is gen- 
erally a function of the board of appeals. 
So it was in this case. Dwyer v. Connecti- 
cut Pub. Utilities Commission et al. 158 
A2d 742. 





Other Recent Rulings 


Telephone Rate of Return. The Wis- 
consin commission allowed a telephone 
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company a rate increase sufficient to raise 
its rate of return from 6.27 per cent to 
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6.51 per cent on a net investment cost 
rate base. Re Dairyland Teleph. Corp. 2- 
U-5254, February 22, 1960. 


Gas Price Condition Imposed. In view 
of the consumer need for gas proposed to 
be supplied to a pipeline by a number of 
producers from the new Aneth field area, 
the Federal Power Commission granted 
certificates conditioned for a price of 17.7 
cents per Mcf, based largely on prices in 
the San Juan basin, where the producers 
failed to offer any substantial support for 
a proposed price of 20 cents. Re El Paso 
Nat. Gas Co. et al. Opinion No, 335, 
Docket Nos. G-13862 et al. February 23, 
1960. 


No Free Service. In fixing rates for a 
small water company the Wisconsin com- 
mission disapproved the practice of sup- 
plying free service to a city clinic, point- 
ing out that no free service should be 
provided to either private or municipal 
users. Re Village of Woodville, 2-U- 
5301, February 25, 1960. 


Transit Operating Ratio. In authoriz- 
ing a rate increase for a transit company 
sufficient to afford an operating ratio of 
98.2 per cent, or a rate of return of 5.2 
per cent on its investment, the Kentucky 
commission recognized that the new rates 
would not produce “a desirable profit,” 
but that higher rates would be detrimental 
to the company in the long run, Re Lex- 
ington Transit Corp. Docket No. 2306, 
February 26, 1960. 


Conditional Interim Rate Hike. As a 
condition to approval of an interim rate 
increase, the California commission re 
quired a telephone company forthwith to 
improve its service and further indicated 
that a rate reduction would be considered 
if the company failed reasonably to pur- 


sue an improvement program during the 
next two years. Re Coachella Valley 
Teleph. Co. Decision No. 59765, Applica- 
tion No. 41263, March 8, 1960. 


Inflation Requires Rate Increase. Fol- 
lowing a telephone rate increase for Cali- 
fornia Water & Telephone Company in 
early 1959, the California commission 
has approved a new rate increase re 
quested by the company in view of in- 
flationary costs, and the new rates will 
produce the previously allowed rate of 
return of 6.25 per cent on local exchange 
and intracompany toll operations. Re 
California Water & Teleph. Co. Decision 
No. 59772, Application No. 41298, 
March 8, 1960. 


Transit Operating Ratio. The Cali- 
fornia commission approved a rate in- 
crease proposed by San Diego Transit 
System, calculated to result in an op 
erating ratio of 95.9 per cent and a rate 
of return of 6.4 per cent. Re San Diego 
Transit System, Decision No. 59771, Ap- 
plication No. 41584, March 8, 1960. 


Customer Advances Required. Pro- 
spective new customers seeking an exten- 
sion of telephone service from a small 
company which was unable to obtain out- 
side financing were required by the Mis- 
souri commission to pay for three years’ 
service in advance, together with such 
additional sums as might be needed to pay 
for the construction of necessary new 
lines. Narron et al. v. Miami Teleph. Co. 
Case No. 14,276, March 9, 1960. 


Unauthorized Service Certificated. Al- 
though it does not condone unauthorized 
service, the New York commission, never- 
theless, allowed a contract carrier of pas- 
sengers by small vehicles to use buses 
which the carrier had been using without 
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authority, where the public need for the 
larger vehicles was shown. Re Dickerson, 
Case 20368, March 22, 1960. 


Transit Operating Ratio. An operating 
ratio of 94.8 per cent, affording a rate of 
return of 10.3 per cent, was approved by 
the California commission as reasonable 
for a transit company. Re Fresno City 
Lines, Inc. Decision No. 59791, Applica- 
tion No. 41559, March 15, 1960. 


Intervener in Gas Rate Case. The city 
of Cleveland, which has _ rate-making 
powers, was permitted by the Federal 
Power Commission to intervene in the 
Panhandle Eastern Pipe Line Company 
rate case on grounds of public interest, 
despite a contention that the city was ade- 
quately represented by an existing party 
to the case, the present distributor of 
Panhandle gas in Cleveland. Re Pan- 
handle Eastern Pipe Line Co. Docket No. 
G-19780, March 18, 1960. 


Interstate Gas Producer Sales. On ap- 
plication for rehearing, the Federal Power 
Commission reiterated its position that 
where a natural gas producer sells gas for 
resale to an interstate pipeline which de- 
livers the gas, commingled with out-of- 
state gas, to customers in both the pro- 
ducer’s state and another state, such pro- 
ducer sales are essentially part of the 
interstate course of business and are in 
interstate commerce. Re Oklahoma Nat. 
Gas Co. et al. Docket Nos. G-19593, G- 
19594, March 25, 1960. 


Pro Forma Rate Calculations. In al- 
lowing a gas company a rate increase to 
offset most of a commodity cost increase, 
the Connecticut commission pointed out 
that in projecting expenses for a pro 
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forma period due weight must be given 
to increasing sales. Re Greenwich Gas Co. 
Docket No. 9878, March 28, 1960. 


Temporary Authority. The U. S. court 
of appeals held that the FCC has the 
power to issue temporary authority to 
construct and operate a television station. 
Re Community Broadcasting Co, v. Fed- 
eral Communications Commission, 274 
F2d 753. 


Denial of Additional ICC Authority. 
The U. S. district court refused to disturb 
an ICC order denying a motor carrier ad- 
ditional transportation authority where 
there was substantial evidence to support 
the commission’s finding that the testi- 
mony had been too general and indefinite 
to warrant granting the requested au- 
thority, notwithstanding that there might 
be some need for additional service on the 
routes in question. Patterson v. United 
States, 178 F Supp 771. 


Necessity of Detailed Findings. The 
U. S. district court pointed out that the 
Administrative Procedure Act require- 
ment, relating to findings, is met when an 
agency makes clear the factual basis upon 
which it has proceeded, since detailed 
findings of every subsidiary evidentiary 
fact are not required. Re Southern R. Co. 
v. United States et al. 180 F Supp 189. 


Prevailing Rates. The U. S. district 
court held that railroad rates in effect at 
the time of a shipment, though unjust or 
unreasonable, none the less prevail until 
lawfully changed by published tariffs, or 
an existing order of the commission, as 
provided by applicable state statutes. 
United States v. Northern P. R. Co. 180 
F Supp 828. 
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Electro-Motive Power plant to supply power 
for peak loads, system reserve and area protection. 
For details, turn page........ 









Maine Public Service Company Installs 


ELECTRO-MOTIVE 


Load study determines need for peaking power. 






















The decision by Maine Public Service Company to install Electro- 
Motive peaking equipment resulted from a systems study which pointed up 
the need for additional generating capacity to handle increased peak de- 
mands. An Electro-Motive 4200 KW plant was selected for these reasons: 


@ Low investment. On the Maine Public Service System, the Electro- 
Motive plant has an annual fixed charge of less than $17 per KW per year, 
compared with $28 per KW per year for alternative equipment. Thus, the 
Electro-Motive plant provides an economical solution to short duration 
peak demands. 


@ Unattended, remote operation. The Maine Public Service 
plant is operated by push-button control from the company’s central dis- 
patching headquarters in Presque Isle, four miles from the substation where 
the plant is located. The plant comes on line and shuts down automatically 
on signal from the dispatcher. 


@® Quick start. The plant comes on line and up to full load in 60 seconds 
on quick start, or 90 seconds on a norma) start. Preparation time not re- 
quired for peak. Immersion oil heaters keep engines ready for instant start- 
ing. Because of this, the plant qualifies as a reliable source of power for 
systems reserve and area protection. 


Portable components simplify installation 


Each of the components in the Electro-Motive plant is contained in a 
sound-deadened, weather-proofed housing. This unitized, self-contained 
design permitted installation costs of under $17 per KW for Maine Public 
Service Company. (Cost included shipping, site preparation, fuel tank, ma- 
terial and labor for electrical connections.) How the plant was installed is 
demonstrated in this sequence of photos: 





PEAKING AND RESERVE PLANT 
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1 Preparation of site at the station began before 2 Plant was shipped by rail to Presque Isle from 


plant arrived. Wood ties are set in crushed rock fill as foun- Electro-Motive Division in LaGrange, Illinois. Compo- 
dation for skid-mounted components. Cable trough pro- nents are designed to ship on any standard flat car and 
vides means for connecting cables and service lines. Note meet standard railway clearance requirements. 


absence of concrete or other costly foundation work. 





3 Truck trailers were used to transport the com- 
ponents to the installation site at Flo’s Inn station, four 
miles from Presque Isle. Components were styled in attrac- 
tive green and white colors—caused favorable attention 
as they passed through the city. 
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4 At the site, cranes unloaded compo- 
nents onto the foundation ties. Engine-gener- 
ator sets, balanced and vibration-free, 
eliminate anchoring or tie-down. Located right 
at the step-down substation serving the load, 
the plant’s full capacity can be used where 
needed. This eliminates line loss which would 
occur if it were placed at the central station. 


5S Completed installation three weeks later. The 

following week, after test and adjustment, the plant was 

qualified for commercial service for an average two hours 

a day. If desired, it may be moved to a new site as quickly ELECTRO -MOTIVE DIVISION 
as it was installed. A fourth generating unit may be added , 
to boost capacity at low incremental cost. r GENERAL MOTORS a Grange, Illinois 
Sales-engineering offices: Chicago, New York, St. Louis, San 


For an analysis of the savings that can be derived from Saceaial 
rancisco 


Electro-Motive peaking equipment on your system, con- , 
tact your Electro-Motive representative. In Canada: General Motors Diesel Limited, London, Ontario 
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Industrial Progress 


Listings of all base station acces- 
sories are also included. 


Detroit Edison Expects 1960 
Construction Outlay of 
$70 Million 


DETROIT Edison Company’s 1960 
construction expenditures were esti- 
mated at about $70 million by Walker 
L. Cisler, president, at the recent an- 
nual meeting of stockholders. This 
would compare with $59 million in 
1959. 

Mr. Cisler estimated construction 
expenditures would average $50 
million annually in the next five years. 


Tennessee Gas Proposes 
$46 Million Expansion 


THE Tennessee Gas Transmission 
Company filed an application with the 
Federal Power Commission to con- 
struct a $46,206,000 enlargement of 
its pipeline system. 

The new pipeline and compressor 
facilities, the company said, would be 
used to supply up to 160 million cubic 
feet of additional gas per day to 46 of 
the firms’ customer companies at de- 
livery points from Mississippi to 
northern New England. 

The system enlargement would in- 
clude 191 miles of 36-inch and 30-inch 
pipeline to be constructed parallel to 
the existing system in Kentucky, Ohio, 
Pennsylvania and New York and 
compressors with 43,600 horsepower 
to be installed in five new stations in 
Mississippi, Alabama, Kentucky and 
New York, plus four existing stations. 


Realignment of Marketing 
Section Announced by 
G-E Meter Dept. 


A MAJOR realignment of marketing 
personnel designed to provide faster, 
more efficient service to electric 
utilities has been made by General 


| Electric’s Meter Department, Somers- 


worth, New Hampshire. 
Most significant change in the re- 
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organization is the combining of watt- 
hour meter and instrument trans- 
former sales, previously separate sales 
units, into unified operations under 
two regional sales managers. 

The realignment parallels the re- 
organization of General Electric’s 
Apparatus Sales Division which was 
implemented during the last half of 
1959 to provide more specialized sales 
service to customers. 

3ruce B. Gravitt, Meter Depart- 
ment marketing manager, explained 
that factory sales personnel in 
Somersworth have been assigned re- 
sponsibility for specific electric utility 
customers on both meters and instru- 
ment transformers to provide faster, 
more integrated customer service on 
the department’s two major product 
lines. 

William S. Smith and Kenneth T. 
McFntire have been appointed region- 
al electric utility sales managers in the 
new marketing organization. New 
manager of the Resale Operation 
succeeding Smith is James N. Thomp- 
son. The Resale Operation is respon- 
sible for sales to original equipment 
manufacturers, electrical distributors, 
rural electro co-operatives, and mu- 
nicipal utilities. 


Literature on Base Station 
Equipment Available 
From Motorola 


COMPLETE descriptions of all two- 
way mobile radio base station equip- 
ment available from Motorola are 
contained in a new booklet published 
by the company. 

The new catalog contains specifi- 
cations and photographs of upright 
cabinets, remote control and desk top 
consoles and special AC utility base 
stations. In addition, several pages are 
devoted to descriptions of the various 
base station antennas, monitor re- 
ceivers and Motorola’s “Quik Call” 
selective signalling system. 


Glenn O. Ladd Joins the 
Commonwealth Services 
Rate Department 


GLENN O. LADD has joined Com- 
monwealth Services Inc. as a senior 
consultant in the Rate Department. 
He will work with public utility 
companies on rate cases, rate struc- 
ture development, cost of service 
studies, load research programs, and 
rate audits, according to W. B. Tippy, 
president of the management and 
engineering consulting firm. 

Mr. Ladd has had extensive utility 
operating and regulatory experience. 
For the past 16 years, he has been in 
charge of rates and contracts for 
Arkansas-Missouri Power Company 
and for a number of years was also 
supervisor of the company’s power 
sales. 


Georgia Leads Nation in 
Electrically Heated Buildings 


GEORGIA now leads the nation in 
the number of electrically heated 
commercial buildings. 

Georgia Power Company heating 
engineers made that statement recent- 
ly as they pointed out the company 
is providing electricity for heating 
1,400 commercial buildings. New 
buildings containing all-electric heat- 
ing installations are being added to the 
company’s lines at an average rate of 
55 a month, 

The company’s rates for its com- 
mercial customers have helped put 
Georgia at the top in electrically 
heated commercial establishments, 
according to J. E. Sweatte, who heads 
a corps of 42 electrical engineers 
specializing in adapting a variety of 
methods of electric heating for com- 
mercial purposes. Mr. Sweatte also 

(Continued on page 20) 
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without charge from the Coal Division 
headquarters office of Eastern Gas 
and Fuel Associates, Koppers Build- 
ing, Pittsburgh, or from sales offices in 
Boston, Cleveland, Detroit, New York, 
Norfolk, Philadelphia, and Syracuse. 


pointed out that the increasingly down- 
ward trend of electric rates in Georgia 
has helped account for the state’s 
leadership in the electric heating field. 

“Additional credit,” he said, “should 
go to great technological improvement 
in electric heating in recent years. The 
maximum capacity of heat pumps has 
multiplied 10 times in the past two 
years, making them capable of heating 
any size building.” 


Big Northern Market 


For Heat Pump Predicted 
CHARLES V. FENN, vice president 
of Carrier Corporation, has predicted 
that widespread use of heat pumps in 
northern climates will be one of the 
significant developments in air con- 
ditioning during the next ten years. 

Mr. Fenn said recent developments 
in office planning and in heat pumps 
make it both practical and economical 
for these versatile systems to use ex- 
cess inside heat to warm entire 
buildings. 

“Tt is no longer necessary to confine 
heat pump marketing efforts to mild 
climates where warmer outside air or 
well water provides a supplemental 
source of heat,” Mr. Fenn said. “The 
wider use of modern, intense lighting 
and business machines, plus the fact 
that air conditioning permits more 
people to work comfortably in less 


Folder on "Beacon" Coal 


HANDY information to facilitate 
ordering its various grades of “Bea- 
con” coal is contained in an attractive 
four-page folder available from Fast- 
ern Gas and Fuel Associates. 

The folder includes tabular data on 
the name and characteristics of each 
grade, the mine where it is produced, 
shipping facilities to assure speedy 
deliveries, and the different sizes 
made. It is pointed out that there is 
a Beacon coal suited to every fuel 
need: domestic or commercial, hand 
or stoker firing, general industrial, 
electric utility, railroad, coke or gas 
plants, and special uses 

The publication may be obtained 
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space, have created new sources of 
heat. In fact, so much interior heat is 
generated it is often necessary to 
simultaneously cool inside areas while 
heating outer offices.”’ 

The Carrier executive said his com- 
pany is building refrigeration equip- 
ment with 1,400 tons of cooling 
capacity for use with a heat pump 
installation in the new eight-story 
headquarters and research center of 
the Allen-Bradley Company in Mil- 
waukee. This system is larger by 
nearly 500 tons than the previous 
record-size system built by Carrier 
last year for a publishing plant in 
Indiana. It also will be the northern- 
most installation of this type of equip- 
ment in the country, he said. 

The new Carrier Balanced Heat 
Pump System will heat the entire 
building by extracting surplus heat 
from people, lights and_ business 
machines in interior areas and trans- 
ferring it to cooler offices located on 
the outer parts of the building. 

During warm weather the three 
centrifugal refrigerating machines to 
be provided by Carrier will be used to 
cool the entire building. In winter they 
will cool some parts of the building and 
heat others, simultaneously. In ad- 
dition they will warm up two 75,000 
gallon tanks of water for heating the 
building during weekends and at night 
when heat from people, lights and 
office machines is not available. No 
boilers or other fuel-heating devices 
are required. 


Electric Industry Has 42 Million 
Kilowatts of New Capacity on 
Schedule 


THE electric industry has 42 million 
kilowatts of new capacity scheduled 
for operation, more than 90 percent 
of which will be installed by the end 
of 1963, it was reported recently in 
the 27th Semi-Annual Electric Power 
Survey of the Edison Electric Ins- 
titute. The total represents an in- 
crease of 9.6 percent over the schedule 
of 38.3 million kilowatts reported at 
the beginning of the year. 

For 1960, the addition of 12 million 
kilowatts will bring generating capa- 
bility to 170.5 million kilowatts by the 
end of the year. The addition repre- 
sents an increase of about 7% per- 
cent over the 1959 generating capa- 
bility of 158.4 million kilowatts 
reported by the Survey. 

The Power Survey covers practi 
cally the entire electric power indus 
try of the country, including both 
investor-owned systems and_ those 
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of governmental agencies—I*ederal 
and non-Federal. 

Electric energy output in 1960 is 
expected to reach 770 billion kilowatt- 
hours, an 8.8 percent increase over 
the 707 billion kilowatt-hours re- 
corded by the industry in 1959. 
Longer-range forecasts bring a 
startling new figure into the power 
production picture—with — annual 
nationwide output estimated at about 
one trillion kilowatt-hours in 1963. 

By December, 1963, total capability 
of the industry is expected to be 203 
million kilowatts, the Survey notes in 
presenting 1963 forecasts for the first 
time. This figure represents an average 
annual increase of 7.1 percent for the 
five-year period from December, 1958, 
and is almost four times the total 
capability in 1948. For the fifteen year 
period, 1948-1963, the average annual 
increase is 9.2 percent. 

Peak load for the contiguous United 
States (excluding Alaska and Hawaii) 
in December of 1960 is predicted in 
the Survey as 133.6 million kilowatts, 
or 9.8 percent above the 121.7 million 
for December, 1959. Gross margin of 
generating capability over demand is 
estimated to be about 27.6 percent next 
December. 

For December, 1963, the peak load 
forecast is 164.2 million kilowatts. At 
that time, gross margin of capability 
over demand is expected to be about 
23.6 percent. 

Chairman of the Institute’s Power 
Survey Committee is Arthur S. Gris- 
wold, vice president of the Detroit 
Edison Company. 


Coal Consumption to Rise 
Sharply 

TVA estimates that during the next 
10 years it will burn about 300 million 
tons of coal in its steam plants—near- 
ly three times the amount burned in the 
past decade, according to E. P. Eric- 
son, chief, TVA Fuels Planning Staff. 
At that time annual TVA consump- 
tion will be 40 million tons, or twice 
the present rate of use. 

“For several years,” he said, 
“TVA’s coal use has comprised 11 per 
cent or a little more of the total 
national use for electric power gener- 
ation. Let us assume that TVA’s coal 
use will continue to be not less than 
10 per cent of the national total This 
would mean a total national demand 
for coal for electric power production 
in the next decade on the order of 
three billion tons. The indicated annual 
consumption 10 years from now is 
400 million tons. This is as much coal 
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as is being mined annually now in this 
country for all purposes—and cus- 
tomers other than the electric power 
industry now use about 60 per cent of 
all the coal produced.” 

Mr. Ericson stressed that he was not 
predicting that the electric industry 
would be using this amount of coal 10 
years from now, but rather that this 
was a plausible indicator of what this 
one market can become for the coal 
industry. 


Northern Natural Gas Company 
Plans $74,000,000 Program 


NORTHERN Natural Com- 
pany, Omaha, Nebraska, estimates 
that its 1960 program will cost $74,- 
000,000. Plans are under way to 
bring natural gas service to 40 or 
more communities this year. These 
communities are part of the 342 
authorized for natural gas service in 


(Continued on page 22) 
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This vertical treadmill 
converts 
which the man ex- 
pends in climbing end- 
lessly from step to 
step into considerable 
power of compression 


many steps vVs.. 


. ONE” 





the energy _ <a 


This exclusive R & S service is made possible by 
this machine of our invention 


It is a treadmill to prepare rate bill analyses with your own staff and 
facilities, compared with the compression of time and effort achieved by 


the “One Step” Method. 


f All the. work is done in our office, your staff is free of detail, and most 
important, “One Step” Analyses give you month-to-month reports when the 


data is still fresh and useful. 


Invaluable to rate engineers in checking present trends and plotting 
future ones. And, the reports are strong supporting source material in 


presenting rate cases. 


May we send you the free booklet describing the 
“‘One Step” Method of Bill Analysis? Simply write Dept. U-1 


RECORDING & 


STATISTICAL 


CORPORATION 


100 Sixth Avenue - 


New York 13, N. Y. 
21 











July, 1959, of which 43 received 
service late last year. Extension of 
natural gas service to the remaining 
communities has been delayed pend- 
ing a review by the courts of the 
Federal Power Commission order. 

It is also anticipated that authoriza- 
tion will be received this year in time 
to construct facilities to permit sales 
of 75 million cubic feet of gas daily 
at Janesville, Wisconsin for the mar- 
kets in the Great Lakes area. 

The company recently observed its 
thirtieth anniversary. 


All-electric Apartment House 
Being Built in Philadelphia 


PLANS were announced recently for 
the construction of a 13-story apart- 
ment house in Philadelphia which 
when completed is expected to be the 
largest all-electric apartment house in 
the United States. 

The 132-unit, 33 million dollar 
apartment house will feature all-elec- 
tric heat, cooling, lighting and appli- 
ances. It will be named the “Iro- 
quois” and will be located at 47th st. 
and City ave. 

The “Iroquois” may be the first 
multistory all-electric apartment 
house to be completed in the United 
States, ac:ording to officials of the 
General [lectric Company, which is 
supplying the electrical equipment 
and appliances. 

No buildings of this type have been 
reported in other parts of the world, 
the G-E officials said. 

They added that several other such 
apartment houses — each with less 
than 100 units—are reported in the 
planning stage in this country, but 
that none are scheduled for the East. 


Judson Hyde Elected 
Treasurer-Controller 


Of Burns and Roe 


JUDSON G. Hyde has been elected 
to the board of directors of Burns 
and Roe, Inc., a New York engineer- 
ing and construction firm, He has also 
been elected treasurer of this firm and 
will continue his duties as controller 
and director of the company’s Fi- 
nance Division. 

Before joining Burns and Roe last 
year, Mr. Hyde was treasurer-con- 
troller of Sperry Products, Inc., and 
resident manager of the Stamford 
office of the certified public account- 
ant firm now succeeded by Ernst and 
Ernst. He also has been associated 
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with Firestone Tire and Rubber Com- 
pany, and Southern New England 
Telephone Company. 


National Safety Council Publishes 
Safety Talks for Public Utilities 


THE National Safety Council has 
published a book of 50 sa'fety talks 
for supervisors in the electric, gas, 
telephone and water utility fields. 

Entitled “Fifty Short Talks for 
Tailboard Meetings,’ the book was 
written by five members of the ex- 
ecutive committee of the Council’s 
public utilities section. Subjects for 
the talks were selected by the execu- 
tive committee. 

The book humorously illustrated, 
is the second in a series written es- 
pecially for public utilities personnel. 
it covers a broad range of subject 
matter—from safe lifting procedures 
to hard hats. 

Each talk gives background infor- 
mation and specific safety hints on 
subjects public utility supervisors deal 
with daily. 

Further information on “Fifty 
Short Talks for Tailboard Meetings” 
and quantity prices may be obtained 
from the National Safety Council, 
425 N. Michigan Ave., Chicago 11, 


Illinois. 


Four Utility Companies Named 
For Honors By Look Magazine 


SPECIAL merchandising citations 
were presented recently Look 
Magazine to four leading utility com- 
panies in recognition of their out- 
standing service to the home build- 
ing industry. The presentations were 
made at the recent Annual Conven- 
tion of the Public Utilities Advertis- 
ing Association. 

The honored companies, each of 
which received an engraved plaque, 
are the Appalachian Power Company, 
Huntington, W. Va.; The Union 
Electric Company, St. Louis, Mo., 
and the Southern California Gas 
Company and the Southern Coun- 
ties Gas Company, both located in 
Los Angeles, Calif. 

The winning companies are cited 
for giving extensive co-operation to 
leading home builders in their areas 
in the development of new subdivi- 
sions and the sale of newly erected 
homes. In every case, both home 
builder and utility company made co- 
ordinated use of Look’s highly 
successful marketing program for 
home builders “Brochure Power.” 





IBM Literature Offered 
INTERNATIONAL Business Ma- 
chines Corporation reports that sin- 
gle copies of recently published lit- 
erature are available. Included in the 
literature is the following which will 
be of particular interest to public 
utilities : 

“Digital Computation of Technical 
Problems Saves One Million Dollars” 
(Application General Information 
Manual, Form Number E20-4045, 24 
pages ). 

The above is a reprint of an ad- 
dress made in May, 1959 by a De- 
troit Edison computer application en- 
gineer, This manual outlines the cus- 
tomer’s estimate of savings realized 
through the solution of technical 
problems on the 650. The author cites 
about a dozen cases on which the De- 
troit Edison estimate was made. He 
also presents tables of yearly ex- 
penses and savings, an array of un- 
evaluated benefits, a sample problem, 
and an appendix briefly describing 
thirty-five problems which Detroit 
Edison has programmed for the 650. 

For a copy contact the nearest IBM 
branch office or the Applications 
Library, International Business Ma- 
chines Corporation, 590 Madison 
avenue, New York 22, New York. 


Gas Industry to Double 
Spending 
AMERICAN Gas Assn. president, 
Wister H. Ligon predicted that the 
industry will double its construction 
outlays and expand the nation’s gas 
network by nearly 50 per cent dur- 

ing the sixties. 

Mr. Ligon made this statement re- 
cently at the opening session of 
AGA’s combined distribution and 
transmission conference. According 
to Mr. Ligon, the nation’s 1,450 gas 
utility and pipeline companies will 
spend about $28,300,000,000 for ex- 
pansion in the next 10 years, against 
$14,200,000,000 in the fifties. 

He said the number of the indus- 
try’s customers will increase by 40 
per cent in the same period, while 
sales of gas are expected to double. 

“We estimate we will have to add 
more than 250,000 miles to our gas 
network, increasing it from today’s 
596,000 to 878,000 miles by 1970,” 
Mr. Ligon declared. 

He said these figures include pipe- 
lines, utility mains, and the field and 
gathering lines of transmission and 
distribution companies, but exclude 
producers’ field and gathering sys- 
tems. 
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“When we increased our 









a) participation, our 
- || company benefits jumped!” 
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“I’m convinced that any company benefits by 
the Payroll Savings Plan. When employees in- 
vest regularly in U.S. Savings Bonds they feel 


more secure; they know they’re helping them- 





selves to safeguard their futures. Savers are 
safer workers, too. And they’re proud to help 


build a stronger America. 





“Logically, then, the more employees we 
have enrolled, the greater our own benefits will 
be. So I began wondering how many of our 





people were subscribers. When I checked, I got 
the surprise of the week—less than 30%! 

“Of course, we have a certain amount of turn- 
over: new people coming in constantly...some 
leaving for other jobs. Then, too, many of our 
employees just never got around to signing that 
handy little card. 

“Right away I talked with our State Savings 
Bonds Director. With his help we carried the 
Payroll Savings Plan story to every person in 
our firm. You know, Bill, people like to be in- 
vited, personally, to join a group like this. 

“Our response to this friendly canvass was 
amazing. Now we have better than 45% of our 
staff enrolled—and the percentage is gaining 
every payday.” 

If your company has less than 50% employee 
participation in the Payroll Savings Plan, you 
are missing substantial benefits. Contact your 
State Savings Bonds Director for expert, 
friendly help in making a person-to-person can- 
vass in your company. 




















/ ALL U.S. SAVINGS BONDS—OLD OR NEW—EARN “2% MORE THAN BEFORE a =] 
. (pee Sessa se 
Public Utilities Fortnightly @ 


THE U. S. GOVERNMENT DOES NOT PAY FOR THIS ADVERTISEMENT. THE TREASURY DEPARTMENT THANKS, FOR THEIR PATRIOTISM, THE ADVERTISING COUNCIL AND THE DONOR ABOVE. 











PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 








64 years of leadership in property valuation 
The AM E R ICAN APPRAI SAL Company 


Home Office: Milwaukee 1, Wisconsin 
Offices in 18 cities coast-to-coast 

















BLACK & VEATCH 
CONSULTING ENGINEERS | 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
1500 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI! (SINCE 1915) | 
| 
j 








BONI, WATKINS, JASON & CO., INC. | 


Economic & Management Consultants 


37 Wall Street 919 Eighteenth St., N.W. | 
New York 5, N. Y. Washington 6, D. C. i 
Rate Cases Management and Market Studies Rate of Return Analysis 
Cost of Service Determination Economic and Financial Reports 








BURNS and ROE, Inc. 
ENGINEERS e CONSULTANTS e CONSTRUCTORS 
Engineering and Design © Research and Development © Construction ® 
Electric, Steam and Hydro Plants © Aeronautical and Missile 
Facilities @ Surveys ©@ Nuclear, Chemical and Industrial Plants © 





ee, Y Transmission ® Distribution © Reports 
160 WEST BROADWAY, NEW YORK 13, NEW YORK 
Washington, D. C., ° Hempstead, Le-@: e Santa Monica, Calif. 








SERVICES INC. Management and Business Consultants 
300 Park Ave., New York 22, N. Y., MUrray Hill 8-1800 


Common wealth 1 Main St., Houston 2. Texas, CApital 2-9171 


i612 K St., N.W., Washington 6, D. C., STerling 3-3363 


ASSOCIATES INC. Consulting and Design Engineers 
Commonwealth Building, Jackson, Mich., STate 4-6111 








Day & ZIMMERMANN. INC. 


ENGINEERS & CONSTRUCTORS 
NEW YORK PHILADELPHIA CHICAGO 


Design — Electric Line Construction — Management — Reports and Valuations 
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! - Design 
rh AG One - Engineering 


(D B Oe - Construction 


DRAKE & TOWNSEND 


Incorporated 
11 WEST 42ND STREET, NEW YORK 36, N. Y. 


LP-gas 
EMPIRE GAS po pvt 
ENGINEERING CO. ered 
P.O. Box 1738. + industry 


; « design 
Atlanta 1. Georgia + construction 











FF Jord, Bacon & Davis 


| BaD VALUATION En ine CONSTRUCTION 
i ’ REPORTS G ers RATE CASES 


NEW YORK @ MONROE, LA. @ CHICAGO @ SAN FRANCISCO 














FOSTER ASSOCIATES, INC. 


Rate Cases @ Cost of Service and Other Regulatory Methods 
Rate of Return Analyses @ Rate Design 
Natural Gas Field Price Problems @ Economic and Financial Reports 


1523 L STREET, N.W. 326 MAYO BUILDING 403 EMPIRE BUILDING 
WASHINGTON 5, D. C. TULSA 3, OKLAHOMA CALGARY, ALBERTA 














Francisco & JAcosus 


ENGINEER & ARCHITECT 


Specializing in the location and design of 
Customers Service Centers and Operating Headquarters 


New York WESTBURY CLEVELAND TUCSON 














' 
GIBBS & HILL, inc. 
Consulting Engineers 
DESIGNERS ¢ CONSTRUCTORS 
PENNSYLVANIA STATION NEW YORK 1,N. Y. 
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ENGINEERS and CONSULTANTS 


525 LANCASTER AVE. 
READING, PA. 


WASHINGTON « NEW YORK 


GA GILBERT ASSOCIATES, INC. 


FOUNDED 1906 














W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. Y. 














HARZA ENGINEERING COMPANY 
C. 


lee EF. 





gineers 
Calvin V. Davis Richard D. Harza E. Montford Fucik 
REPORTS — DESIGN — SUPERVISION 
HYDROELECTRIC wes AND DAMS — TRANSMISSION ates — FLOOD CONTROL — 
GATION — RIVER BASIN DEVELOPMEN 


400 West Sint Street ‘dint 6, Illinois 

















HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 


1350 HOLLY AVENUE . COLUMBUS, OHIO 














JENSEN, BOWEN & FARRELL 


ENGINEERS 


APPRAISALS — DEPRECIATION STUDIES — PROPERTY RECORDS 
COST TRENDS — SPECIAL STUDIES — REPORTS | 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements | 
Michigan Theatre Building Ann Arbor, Michigan NOrmandy 8-7778 














Personalized Piping System Flexibility Analyses 


Piping flexibility studies made with Available on a confidential basis 
Kellogg’s electronic computer, to consulting engineers and engineering 
individualized on your company forms. departments. Write for details to: 


FABRICATED PRODUCTS SALES DIVISION 


The M. W. Kellogg Company, 711 Third Avenue, New York 17, N. Y. 
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Yee ul jt an loyoralion 


ENGINEERS ° CONSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS ¢ REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 








William S. Leffler, Engineers Associated 
Utility Management Consultants for past 35 years Specializing in 
+ CLASS COST ANALYSES for Developing CLASS RATES REGULATORY 
anton OF RETURN and UNIT COSTS for use in manecinan 
TELEPHONE RATE CASES AND MODERNIZATION of Rate Structures PROBLEMS 
Send for brochure: “The Value of Cost Analysis to Management” 
17 BAYWATER DRIVE DARIEN, CONN. 

















N. A. LOUGEE & COMPANY 


Engineers and Consultants 


RATE CASES—APPRAISALS—DEPRECIATION STUDIES 
BUSINESS AND FEASIBILITY STUDIES—REPORTS 


120 Broadway New York 

















CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Re ports 
Design and Construction Management 
Steam, Hydro Electric and Diesel Plants—Gas Turbine Installations 
BOSTON, MASS. ss. CHARLOTTE, N. C. 














MANAGEMENT SERVICES FOR TRE TRANSIT INDUSTRY 


e complete management 
@ consultation 
® special investigations 


NATIONAL CITY MANAGEMENT COMPANY 
Prudential Plaza — Suite 3500 e Chicago 1, Illinois . MOhawk 4-6500 


RATIONAL ‘taeda 














Pioneer Serviee &Engineering Co. 


CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 


231 SOUTH LA SALLE STREET 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 
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Special Operating Studies 


Planning and Design RA. R A N ( | M COMPANY, INC. 
Reports for Financing coanilieg swith a besioess viewpalat 


1025 Connecticut Ave., N.W., Washington 6, D.C. 
61 Broadway, New York 6, N_Y. 


Economic Studies 
Regulatory Representation 





SANDERSON & PORTER ENGINEERS 


DESIGN ¢ CONSTRUCTION 


NEW YORE NEW YORK 














Heo TTT 


SARGENT & LUNDY 


ENGINEERS 
Consultants to the Power Industry 
@ STUDIES @ DESIGN @ SUPERVISION 


140 South Dearborn Street, Chicago 3, Ill. 


UVTI ETS 


LUV 


THe 





STANDARD RESEARCH CONSULTANTS, INC. 


Rate of Return © Valuations © Capital Costs 
Customer Surveys © Depreciation Studies 
Regional Economic Studies ® Property Records 


345 Hudson St. Warkins 4-6400 New York 14, N. Y. 














TONE& WEBSTER Fa 
& BOSTON 


CHICAGO 


ENGINEERING CORPORATION [iia | 


SAN FRANCISCO 


DESIGN « CONSTRUCTION + REPORTS - APPRAISALS oo 


EXAMINATIONS + CONSULTING ENGINEERING TORONTO 








Whitman, Requardt and Associates 
Publishers of the HANDY-WHITMAN INDEX 








DESIGN—SUPERVISION OF PUBLIC UTILITY CONSTRUCTION COSTS, 
now in its 35th year and a companion publication the 
REPORTS—VALUATIONS HANDY-WHITMAN INDEX OF WATER UTILITY 
CONSTRUCTION COSTS 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
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BURNS & McDONNELL 


Engineers-Architects-Consultants 


4600 E. 63rd St. Trafficway 
Kansas City 41, Missouri 











LUTZ & MAY COMPANY 


Consulting Dngineers 


STEAM. GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGNS—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 











EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
Pablic Utsltty Valuations, Reports and 
Ortginal Cost Studies 


910 Electric Butlding Indianapolis, Ind. 











MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 














ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 





GAS AnD SERVICE CO. 


327 So. LaSalle St., Chicago 4, Ill. 











PITTSBURGH TESTING 
LABORATORY 
Radiography—Soils Mechanics 
Testing—Inspection—Analysis 
Main Office, Pittsburgh, Pa. 

32 Laboratories in Principal Cities 











GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


Investigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 


HARRISBURG, PENNSYLVANIA 











A. S. SCHULMAN ELEctTrIc Co. 


Electrical Contracting Engineers 
founded 1890 
PowER STATION—INDUSTRIAL— 
COM MERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 
2416 S. MICHIGAN AVE., CHICAGO, LLL. 
Angeles 











INTERNUCLEAR COMPANY 


Nuclear consultants, engineers, and 
designers 
Economics of Nuclear Power, Reactor 
Analysis and Design, Shielding, 
Special Applications 


Clayton 5 Missouri 











SVERDRUP & PARCEL 


E gi s&C tants 





Design, Construction Supervision 

Steam and Hydro Power Plaats 

Power Systems—Industrial Plants 
Studies—Reports 


St. Louis ° San Francisco ° Washingtosa 











Jackson & Moreland, Inc. 
Jackson & Moreland International, Inc. 
Engineers and Consultants 
ELECTRICAL—MECHANICAL—STRUCTURAL 
DESIGN AND SUPERVISION OF CONSTRUCTION 

F 
UTILTY, INDUSTRIAL AND ATOMIC PROJECTS 
SURVEY S—APPRAISALS—REPORTS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 
BOSTON — WASHINGTON — NEW YORK 





A, W. WILLIAMS INSPECTION CO,, INC, 


Specialized Inspection Service 
Poles, Crossarms, Lumber, Piles, Crossties 
Preservative Treatment and Preservative Analysis 


208 Virginia St., Mobile, Ala. 
New York St. Louis Portland 
insoectors stationed tnrougnout the U.S.A. 
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The Fortnightly lists below the advertisers in this issue for ready refer- 
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*Allen & Company 
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*Allis-Chalmers Manufacturing Company .. 
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*American Motors Corp. 
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There’s a place for almost everything in the Trades- 
fittings and supplies stow neatly in 
lock-up compartments, safe from weather damage 
and theft. For larger items, there’s a spacious floor 
with sliding roof available. The 
Tradesman is organized for quick job-handling, and 
is perfect for public utilities service! 


Choice of two body styles assembled by Dodge to 
save you delivery time: one with four compartments, 
one with six. Standard engine is a 120-hp. Six, with a 
200-hp. V-8 optional. Transmission choices include 
3- and 4-speed Synchro-Shift models and push- 
button automatic LoadFlite. Spacious cab, smooth 
. dependable. Better check 
with your Dodge dealer for the full story on how 
the 1960 gree Tradesman will help you accomplish 


man. Tools, 


7% feet long... 


ride, easy to handle. . 


more. 


‘Workshop-on-Wheels- 


DODGE TRADESMAN for 1960 
helps you accomplish more... 
in shorter time 


. in shorter time! 









A PRODUCT OF CHRYSLER CORPORATION 








Built-in “Workbench” is 
formed when you drop the 
door of the horizontal 
compartment on either 
side. Handy, speeds your 
work every day. 





LoadFlite push-button 
automatic transmission, 
found only on Dodge 
trucks, provides greatest 
driving ease plus top econ- 
omy. Optional. 












Dodge 4 x 4 Models, 
like this crew-or-cargo- 
carrying Town Wagon, 
deliver bonus traction . 

make any off-road job 
easy to reach. 


DEPEND ON 


| DODGE 


TO SAVE YOU 
MONEY IN 


TRUCKS 










General Electric reports on developments in... NUCLEAR POWER 


FIVE YEARS AGO General Electric established its Atomic 
Power Equipment Department to consolidate the Company’s 
work on commercial applications of nuclear energy. After three 
years of research and development, the Department set two 
closely related goals of interest to electric utilities: 
® continued improvement of the boiling water reactor, which 
General Electric research had shown to be the reactor 
type most likely to bring economical nuclear power fastest, 
and at least cost 
®@ attainment of competitive nuclear power in high-fuel-cost 
areas by 1965 
IN APRIL 1960 an important event symbolized the rapid 
progress made toward the first goal. Commonwealth Edison’s 


4 & Dresden station, the nation’s largest all-nuclear power plant, 
Omin oser produced its first power for the Chicago area. Boiling water 
" reactor technology has been advanced considerably by design, 


construction, and test experience at Dresden. 


DURING THE NEXT FEW YEARS a series of boiling water 


reactor plants will be constructed, each making a significant 
contribution to the attainment of the second goal, competitive 
nuclear power. These plants are part of Operation Sunrise, a 


G-E technical development program which has already resulted 
in several innovations with significant cost-cutting potential: 


@ Pressure suppression, which eliminates the need for large 


spherical containment vessels in some applications 
@ Nuclear superheat, which results in an improved heat rate 
@ Internal steam separation, which eliminates the need for 


COMMONWEALTH EDISON’S 180,- 
000-kw Dresden station, the nation’s 
largest all-nuclear power plant, began 
supplying power in April, 1960. 


high steam drums and extensive piping 
Two 50,000-kw Operation Sunrise plants will be completed 
by 1962—Pacific Gas & Electric Company’s Humboldt Bay sta- 
tion and Consumers Power Company’s Big Rock plant. Operating 
experience gained from these and other evolutionary plants, as 
well as from Dresden and from G.E.’s Vallecitos Boiling Water 
Reactor, will help cut the cost of nuclear power further. 


IN THE 1970'S nuclear fuel will achieve conventional status 
throughout the United States. The co-operation of electric 
utilities, the Government, and manufacturers toward this end 
is an indication of a progressive attitude toward technological 
development, an attitude which will help this country main- 
tain its international prestige and security. For more informa- 
tion on Operation Sunrise, write for publication GED-3750, 
General Electric Company, Section 604-05, Schenectady 5, N. Y. 


THE VALLECITOS BOILING WATER TO BE COMPLETED IN 1962, this 
REACTOR is part of G.E.’s Vallecitos plant of Consumers Power Company 
Atomic Laboratory, the world’s largest will contribute to a rapidly growing 
privately owned nuclear laboratory. boiling water reactor technology. 
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